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The Organisation and Administration of a Large 
Public Utility—Il 


By E. A. CupPIt, F.C.1.S., A.1.C.A. 


SUPERVISION 


Whilst the efficient functioning of the section depends to a large 
extent on the efficacy of the efforts of the two specialist officers 
mentioned, we realise that their efforts will be largely negatived unless 
we also have high quality supervision to implement their ideas. 

Generally speaking, I do not think that it is realised sufficiently how 
much the success of a business depends on the type of men we have 
for supervisors. I feel that generally in our business life, and 
particularly in government and semi-governmental authorities, there is 
not a proper appreciation of the importance of making a careful 
selection of these officers. Merit is too often subordinated to seniority 
of service and, unfortunately, in some cases to personal influences. 
Whilst we all know the value in business of the expert administrator 
at the apex of the organisation, why should we not demand dynamic 
‘direction in the supervisory ranks. 

One of the past factors that had greatly hampered us in our 
endeavours to improve efficiency standards was that the supervisors 
generally had tended to neglect their supervisory duties in favour of 
handling an ever-increasing volume of routine work. In effect, they 
had not fully appreciated the real worth of a properly directed 
supervisory effort. 

Each of our supervisors is expected to be a guide, philosopher and 
friend to those whom he controls. Each employee has his or her 
standing instructions indicating the method of performing his or her 
particular duties, and the prime responsibility is on the supervisor to 
see that the instructions are intelligently applied. The supervisors are 
also required to inspect daily the state of the work of each officer with 
the object of keeping the work up to date. If arrears accumulate 
which cannot be cleared during the day, he must immediately report 
to a higher authority. 

The maintenance of a high standard of office conduct is demanded 
from all employees, as well as a full measure of orderliness and tidiness. 
The tables at which the employees work have been so constructed that 
their papers, forms, inks and requisites are neatly contained in handy 
receptacles built into the drawers or the table itself. When they cease 
duty at night, the tables in that vast office are completely cleared, papers 
and forms in use being placed in the specially constructed drawers, 
whilst the inkstands are lowered by hinged action into the table and the 
lid closed down. 
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These innovations are all aids to efficiency and also imbue the staff with 
the need for thoroughness on their part. Furthermore, apart from the 
necessary blank forms, etc., which they need in their daily work, they are 
not permitted to retain documents and papers and so accumulate those 
traditional pyramids of correspondence files and sundry junk, which have 
been considered in the past as some sort of yard stick of one’s authority. 
If the subject-matter cannot be conveniently dealt with during the day 
of receipt, the clerk indicates the date when he will require the papers 
again. In the meantime, they are placed in a correspondence “tickler” 
file and then, on the commencement of work on the day they are required, 
a messenger extracts them from the file and returns them to the officer. 

Orderliness and tidiness is a habit that should be strictly observed by 
supervisors and controllers in business generally. Unfortunately, there 
is at times a lack of understanding by them of this quality—either uncon- 
sciously or wilfully—and naturally, the staff is apt to conform to the 
standards set by the supervisors. It is usually safe to assume that the 
measure of tidiness displayed in an office is indicative of the standard of 
efficiency that exists there. Untidiness dulls the edge of efficiency in that 
it is wasteful of time; a fundamental cause of error in work; and an 
irritation to others. 

It is always our endeavour to place supervisors in positions from which 
they can readily control their staff. In some cases, it is necessary that 
a supervisor, by reason of the nature of the duties he performs, should 
be provided with an office in which he can apply himself to his duties with 
a minimum of disturbance. In such cases, however, we insist that the 
office be centrally situated and that the partition be of clear glass to enable 
him to be in a position continually to oversee his staff. 

The staff are rotated regularly to enable them to become acquainted 
with the various phases of the office routine, so that capable staff can be 
made available if needed to be applied to the cleaning-up of arrears or the 
removal of temporary bottlenecks in the flow of work in any part of the 
section. 

Whilst speaking on the subject of the rotation of staff, I would like to 
mention briefly the advantages arising from the regular recording of the 
effectiveness of each member of the staff. Every six months the super- 
visors in the County Treasurer’s Branch submit “Staff Rating Reports” 
under selected standard headings, amongst which are intelligence, dili- 
gence, judgment, conduct and speed. The individual efficiency under 
each heading is expressed as a percentage of standard supported, where 
necessary, by notations with reference to marked characteristics. 

Over a number of six-monthly periods these reports disclose the trend 
of personal effectiveness of each officer. A marked deterioration in the 
standard of service in itself calls for action by the County Treasurer to 
the extent of questioning the officer concerned as to the reason for his 
decline in efficiency. Such action on his part is generally salutary in its 
effect and carries with it the advantage that the interview often reveals 
weaknesses in our administration or supervision. Whilst a deterioration 
of effectiveness calls for some degree of reprimand, on the other hand, 
the need for recognition of outstanding merit is equally obvious, and 1s 
also an incentive to even better and bigger effort. The further and none 
the less important use of the staff rating reports is found in the recording 
of long term efficiency. With our system in operation which provides 
for the regular rotation of officers under different supervisors, this record 
furnishes us with a valuable and almost unchallengeable analysis of the 
capacity and conduct of each officer during his period of service in our 
branch. The record is invaluable as a buttress to a system of promotion 
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by merit and is an antidote to patronising influences. It is one of the 
several aids at our disposal in the unceasing search for talent, the develop- 
ment of which is so essential to the filling later of the senior and executive 
positions in the Council. 

Lack of time prevents me from saying more on matters relative to 
staff control, and so I pass on to make a few observations in regard 
to the Council’s policy towards its customers. 


CusTOMER SERVICE 


Irrespective of the nature of the contact, our endeavour is to have 
the customer feel, and rightly so, that the Council desires to conduct 
its business in a friendly and understanding, though business-like, 
manner. Our collection policy, for instance, is based on a systematic 
follow-up routine. We discarded years ago the traditional “final 
notice.” Delinquents are now carefully classified. On the first occasion 
of the failure to pay the bill within the stipulated time, a stock letter 
is forwarded to the customer which, whilst offering a friendly reminder 
of the apparent oversight on his part, expresses our appreciation of 
the prompt manner in which payment has been made in the past. The 
satisfactory response by the public to these letters is indicative of the 
value of a good “customer relation” policy. 

If the customer fails to pay within the stipulated time on a second 
occasion within a period of 12 months, another type of letter is 
forwarded, containing once again a courteous reminder, but, of course, 
excluding the reference to the matter of prompt payments in the past. 
Other appropriate types of letters are sent to customers in other 
classifications. 

Admittedly, we have, like any other business, the difficult customer. 
In these cases, the letter is still couched in a courteous, but definitely 
firm tone, and a threat is made that the electricity supply will be 
disconnected, and effect is given to that threat unless payment is 
immediately made or it can be proved to the satisfaction of our officers 
that the circumstances warrant special and sympathetic consideration. 

All criticisms or complaints of the service given by the Council are 
referred to specialist officers. These matters are carefully sifted and 
followed through in most cases to the satisfaction of the customer. 
Naturally, where the criticism or complaint reveals a weakness in the 
organisation, a remedy is applied with a view to preventing a recurrence. 

In the wider field of service to its customers, much could be said 
of the means whereby the Council maintains the reliability of the 
electricity supply. For instance, you will agree with me that it is seldom 
that a “blackout” occurs through breakdowns or failure of equipment. 
This satisfactory state has been accomplished only as a result of continual 
technical research and the expenditure of vast sums of money. The best 
of equipment has been purchased ; H.V. feeder cables have mostly been 
placed underground as a protection against storm damage and, what is 
possibly not generally known, the mains are so arranged and linked that, 
if a fault develops in any particular substation or portion of the mains, 
it is possible to give supply immediately from an alternative route. 

It may also interest you to know that only a very small number of 
our substations are regularly attended. These are the half dozen or so 
large substations ; the remaining 400 odd being inspected only from time 
totime. In these smaller substations any equipment that does not operate 
automatically is controlled by an operator sitting in a room in the 
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Queen Victoria Building. This method of operation is called “Remote 
Control.” 

Another aspect of customer service is the installation of two-way 
radio-telephony. The Council’s vans, equipped with transmitter and 
receiver radio, are in service 24 hours every day and receive their 
instructions from the control office in the Queen Victoria Building 
whilst they travel. The time and nature of the call made, or the service 
rendered, is recorded on a card by the service man, who also records the 
reasons for delay (if any) in attending to the call. 


MECHANISATION 


Returning to office matters again, I shall have a little to say on the 
subject of mechanisation of office processes. The Council generally, 
and the County Treasurer’s Branch in particular, have made extensive 
research into the application of machine methods to office processes. 
Practically every type and every design of machine is examined to 
measure its possibilities. The search for better equipment goes on 
continually. 

Mechanisation has contributed substantially to our office efficiency 
and economy over the years. Apart from the constant introduction of 
new types of office machine equipment, we find that existing designs 
are always being improved to provide for an ever-increasing adaptability 
in their own particular field. 

For instance, whilst the Council has been a user of addressing equip- 
ment for many years, the installation was recently modernised with 
considerable saving in total operating costs and the production of a far 
more satisfactory job. Naturally, my experience has chiefly been in 
the bookkeeping field, and I have found that experience has been a very 
practical teacher in the approach to mechanisation problems. For 
instance, in the transition from a manual to a mechanised method, it is 
too much to expect complete adaptability of the machine to the existing 
process. In order to attain the greatest degree of efficiency, the existing 
process must inevitably be varied in some major or minor characteristics 
to conform to any limitations imposed upon that process by the machine. 

Secondly, the office machine is generally not quite as efficient in 
practice as the salesman who, imbued with well-founded optimism, 
would have you believe that it is. The output of most machines is 
subject in varying degrees to human limitations and frailties, i.e., most 
machines are only as fast as the operators who use them and, with few 
exceptions, the accuracy of the work produced on the machine suffers 
to a certain extent at the hands of less efficient operators, in spite of 
generally effective devices and controls attached to or built into the 
machines. 

In the mechanisation of an office process we, naturally, look for 
greater efficiency, accelerated output, lower operating costs or, prefer- 
ably, a combination of the three. As the capital expenditure in machine 
equipment is relatively heavy, the interest and depreciation charges 
receive careful attention. 

In the circumstances, we do not accept the formulae and anticipations 
of the machine salesman. Nothing short of a comprehensive statement 
of costs and anticipated efficiencies, prepared by our own officers and 
substantiated as fully as possible by actual tests made, is accepted as 
an effective basis of comparison with the previously analysed cost of 
the existing manual or machine process. The fact is not overlooked, 
either, that in the planning of the mechanised process there are generally 
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unforeseen factors that add to the cost of operation which are usually 
revealed only if it is possible te .onduct a trial under actual working 
conditions. It is a rule in the Council, therefore, that before approval 
is given to the installation uf mechanised equipment, the estimated 
annual operating cost of the mechanised process should indicate that 
the cost of the proposed equipment would be liquidated by the savings, 
preferably within a period of five years, but certainly not longer than 
seven years. 

Experience has also taught me that there are two essentials, amongst 
others, of course, in competent bookkeeping machine room control. 
Firstly, an eraser should be forbidden in the bookkeeping machine room, 
for it is invariably productive of further error. A bookkeeping machine 
error must be corrected by means of an adjusting machine entry. The 
second essential is that the balancing of the machine totals printed on 
the tally roll or proof sheet and the checking against the predetermined 
totals must definitely be the responsibility of an officer deputed by the 
officer in control of the section. The benefits of this procedure are two- 
fold: in the first place, there is an effective control over the quality 
and correctness of the work of the machine operator, and, secondly, 
there is a minimum of time lost in the use of what is generally expensive 
equipment. 


PuNncHED Carp ACCOUNTING AND STATISTICAL EQUIPMENT 


My remarks have centred round the application and use of the more 
commonly recognised types of bookkeeping machines. However, any 
references this evening to mechanisation would not be complete without 
a few words about punched card accounting and statistical equipment, 
which is undoubtedly creating much interest in its possibilities and is 
gaining considerable support out here in Australia. 

There are two types of punched card equipment, one being actuated 
by electrical and the other by mechanical contacts through holes punched 
into cards. Apart from this difference, the principle of operation of 
both types of equipment is entirely similar. 

A popular belief exists that the use of punched card equipment is 
an economical proposition only in the larger offices. This is a fallacy, 
as quite a number of small businesses are users of the equipment. As 
to its adaptability, it is sufficient to say that a firm in the city—the 
ramifications of which spread throughout the States of Australia—does 
all of its bookkeeping and accounting on this equipment, even to the 
preparation of the balance sheet. 

Our first introduction to this equipment was when we were dissatis- 
fied with the cost of the process of dissection of labour costs and, 
naturally, we looked for some alternative method of doing the work 
which would prove to be more economical and possibly more efficient. 
The outcome was the purchase of punched card equipment, and, from 
that time, a little more than three years ago, there has been a progressive 
expansion of our use of this type of modern office machinery. I call 
it machinery, for the punched card accounting section has, in effect, 
become a real production unit, using approximately £20,000 worth of 
equipment. 

At the present time, apart from labour costs dissection, the whole of 
the costing work is carried out on this equipment. The billing of our 
265,000 customers by punched card methods is also already well 
advanced. The transfer, which commenced some 12 months ago, will be 
complete within a few weeks. Naturally, we have had minor difficulties 
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in this vast pioneering work, but due to the extensive thought that 
was given beforehand to the problems involved in the transfer and also 
as a result of the exhaustive tests that were conducted, the new billing 
system was introduced with an ease that surprised even ourselves. 

In conformity with the established policy of the Council, a compre- 
hensive statement of estimated costs (both capital and operating) and 
anticipated efficiencies were set side by side with the costs of the then 
existing combined mechanical and manual processes. The comparison 
revealed to the management the benefits that would accrue from such 
an installation. When the transition is completed, the management 
will require a statement of the actual costs of operation, as evidence 
that the savings are real and not the product of rosy optimism. 

As well as the dissection of labour costs and the whole of our costing 
and customers’ billing operations carried out on these machines, many 
and various types of statistical information are also obtained. We are 
also on the point of applying the punched card equipment to prepare 
our weekly pay roll, which routine at present is laborious and costly, 
particularly due to the amazing increase lately in the number and variety 
of deductions regularly made from the employees’ pay. 

It may be interesting to know that junior female operators are main- 
taining an average hourly punching of 300 cards per hour with any- 
thing between 20 and 30 holes per card. One operator punches circular 
holes in the cards whilst another, repeating the punching process on the 
same cards, but on another machine with the end set slightly further up 
in the punching position, alters the circular hole to an elongated one. A 
verifying machine running at 12,000 cards per hour automatically 
detects all cards incorrectly punched and indicates those cards by intro- 
ducing a signal card. (The machine, in effect, senses any cards having 
a round hole.) 

A sorting machine handles the cards at the rate of 24,000 per hour, 
whilst the tabulating machine churns out rows of figures to the tune of 
6,000 items or lines per hour. The preparation of a customer’s bill 
on this latter machine is somewhat slower, due to the need for hand 
feeding of the bills, but, nevertheless, one machine is quite capable of 
handling the daily output of over 4,000 bills. At the time that the bill 
is prepared by the machine, further mechanism attached is automatically 
punching a new summary card for all of the particulars recorded on 
the bill. The original cards are used to compile the statistical and 
financial retutns, whilst the summary card is used as the customers’ 
ledger account. Despite the hundreds of thousands of cards used as 
ledger records, we have the answer to the accountant’s prayer—a balance 
that is never even a penny out. 

It is truly fascinating equipment and undoubtedly must find a place 
in the vanguard of mechanised office systems. 


STATISTICS 


I have endeavoured to refrain this evening from in any way attempt- 
ing to boost the administration or the service of the council. As I! 
mentioned earlier, my endeavour has been to place before you a few 
factors culled from the daily routine in the Council which may be of 
help to you in the approach to your various problems, or give you some 
food for thought. 

However, I plead for just a few minutes to leave with you a few 
figures relative to the ramifications and the financial stability of this 
vast undertaking, which is owned by the citizens and of which they 
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have the right to demand that it should function with the utmost 
efficiency in the interests of the community generally. 

The magnitude of the Council’s operations is illustrated by the fact 
that it supplies electricity direct or in bulk to an area of 897 square 
miles, with a population of approximately 1,000,000. Its sphere of 
activity extends from Botany Bay in the south to the Hawkesbury River 
in the north and as far west as the Nepean River. At December 31, 
1940, the total number of employees was 3,401, and £1,065,000 was 
distributed in salaries and wages for that year. 


GREAT GENERATING CENTRE 


Electricity for the Council’s vast network is generated at the great 
power centre of Bunnerong at Botany Bay. This power station, which 
is the largest in Australia, has, as an auxiliary, another power station 
at Pyrmont. The Bunnerong power station has involved, to date, a 
capital expenditure of approximately £6,000,000 and extensions at 
present being carried out will add another £500,000 to that figure. 

The Pyrmont power station represents a capital outlay of approxi- 
mately £1,834,000. The importance of the Bunnerong power station 
alone is demonstrated by the following statistics: 


ae ache Biced cb oo Ax 02. we... 
Installed capacity .. .. .. .. .. .. 275,000 kilowatts 
To be increased to .. .. .. .. .. 325,000 kilowatts 
Output for 1940 .. .. .. .. .. .. 804,110,000 kilowatt-hours 
Coal consumed, 1940 .. .. .. .. .. 475,931 tons 


The total capital expenditure on fixed assets in service at December 31, 
1940, was £22,943,000, of which only £16,162,000 has been obtained 
from loan funds, in respect of which a sinking fund of £2,818,000 has 
already been provided. A further element of strength is evidenced by 
the existence of a substantial depreciation reserve of £7,393,000 in respect 
of depreciable assets, notwithstanding that all assets discarded to date 
have been written off out of the capital accounts against this reserve. 
The depreciation reserve at December 31, 1940, represented 32.2% of 
the total capital expenditure at that date. 

The stability of the undertaking is proved by the fact that, whilst 
meeting all financial commitments, including interest, depreciation and 
sinking fund provisions, the Council has been able to make substantial 
reductions progressively in the average price of electricity supplied to its 
customers. One would have to look back many years to note the time 
when any increase was made in the price of electricity supplied to the 
Council’s customers and, what is perhaps more important, I can reveal 
to you that, in spite of the substantial increase in costs in recent years, 
there is no indication in the future of any increase, but every promise 
of the continuance of the gradual reduction in price which has been 
noted throughout the past years. 





The Red Tape School 


(Reprinted from “Public Administration,” the Journal of the Australian 
Regional Groups of the Institute of Public Administration.) 


War Departments find that explanations of what they are doing are 
the bane of their existence. In administration no explanations can be 
discovered from a study of the formal machinery which has been 
established. Co-ordination is chiefly informal and personal, and proce- 
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dures are improvised to cope with day to day problems as they change 
under the stress of war itself. A formal account, if it could be given, 
would bear the same relation to the facts as an army manual does to 
the conduct of a successful army in the field. These notes attempt to 
describe the essentials of one improvisation. 

The school is incidental to the problem of staff “dilution.” No 
Government Departments in Australia are “diluted” to anything like 
the same extent as Munitions and Supply, which work together through 
a co-ordinating Secretariat. These Departments are war-time “comets,” 
cast off from the planet which used to be the Defence Department, and 
which has now become six Departments. Munitions is itself a specialised 
part of Supply (and Development). They have both had to struggle 
for staff from their beginning. As “comets” they had almost microscopic 
nuclei. At present their administrative staffs total 3,700, and in many 
sections the numbers are dangerously inadequate for the work to be done 
(including the explanations). 

This statement will seem quite mad to any one of the multitude of 
people who want to help these Departments and whose services are 
declined, if by some chance any such person should see this journal. Why 
is their aid declined? “Outsiders” are in fact being used in every 
capacity and class of service, from the top to the bottom. They are paid 
and unpaid, executives, advisers, specialists on this or that, and some 
of them are becoming skilled administrators. Meanwhile there are limits. 
Some proportion of experience must be maintained. In the two Depart- 
ments the number of officers drawn from public services—from every 
Commonwealth Department and State service—is only 650. This is 
less than 18 per cent., and it includes many juniors. The proportion of 
experienced public administrators to the total administrative staff is not 
greater than 10 per cent. The whole need to be blended together for 
one common object. They are indeed so blended, and, moved by one 
great urge, they make a team. 

The distinguished business men who lead their divisions in this team 
agree that they must have some proportion of administrative experience 
in their staffs. They soon realise that the problems of Government and 
of action under the authority of Government are quite different from the 
problems of business. The standards and the objectives are different. 
In business they are very much simpler. It is not necessary, for example, 
to do much explaining. In Government services, of course, everything 
may have to be explained, and in popular usage what is called “official- 
dom” is always wrong, and “the customer is always right.” 

The man from business finds that he too soon becomes regarded 
as part of “officialdom,”’ just as “new blood” in Parliament soon becomes 
a mere “politician.” He finds that the typical man-in-the-street, or 
academic leader writer, feels that he is competent to differ from him. One 
is reminded of General Wavell’s description of the conflict between 
politicians and soldiers during the last war. The general ideas and 
strategic objectives of the politicians, he said, were frequently correct, 
but they did not understand the conditions determining successful action. 

The man from business finds that public opinion will not allow him 
to behave in a business-like way. He collides with popular policy on 
every hand, and with rules made to protect that policy. True, the public 
expects him to cut through the “red tape” on which (unknowingly) it 
insists, but woe betide him if he does. 

The business man in his innocence sets out to do a job and to do it 
quickly. He wants to hire an office and to furnish it. He wants to employ 
staff. Can he go around the corner to hire and buy, or bring in his 
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friends? If he does, the public, that day, will cry “Bravo—Cut the 
red tape.” To-morrow there will be a scandal—charges of graft and 
nepotism, of wasting public money and worse, and there would be the 
devil to pay because so many “chiefs” are competing among themselves 
for everything that is scarce. The business man in Government admin- 
istration finds himself surrounded by “policy” as well as by law; policy 
which is the settled code of conduct for Governments, involving con- 
siderations of equity, opportunity for all, decentralisation, co-ordination, 
and co-operation, and the policies of the “appeasement” of sundry 
“interests” able to exercise the pressures associated with “power 
politics” which are commonplace in all democracies. In time of war, 
the effectiveness of all of these policies in frustrating action depends on the 
general morale of the public and the press at any particular time. Each 
one of these hampering rules and policy considerations is simple in itself, 
but together they make for administration a veritable labyrinth. Even- 
tually the business man in Government service confers with adminis- 
trators, and finds ways of manoeuvring through the labyrinth. If his 
pace becomes tortoise-like by comparison with his desires, nevertheless 
he gets to his objective faster than if he behaves like a hare. The 
actual pace is largely determined by the quality and skill of the adminis- 
trators, and in Munitions and Supply the pace is fast. 

One of the expedients of staff dilution is the school now briefly to be 
described. Among the many professional organisations which have served 
well in mobilising staff are the Institutes of Accountants. They estab- 
lished a central registry and have helped a great deal with staffing 
financial administration. The original idea of the school was to train 
recruits for general administration, just as a year before the Department 
of Supply commenced training “dilutees” for metal working machines in 
munitions production. Unfortunately the general objective has not yet 
been achieved because of the voracious appetite of the munitions factories 
for men in their offices as well as in their machine rooms. 

It took time to get the idea into action. The very shortage of skilled 
administrators meant that there was always something more immediately 
urgent to be done, and the first school was not commenced until February 
4, 1941. The central registry of the accountants gave particulars of all 
volunteers who were qualified and willing to serve for the duration of the 
war, under appropriate conditions as to rates of pay. The relatively low 
salary standards in the public service were a difficulty. However, the 
men and their employers were interviewed and selections were made. 
Patriotic motives on the part of both classes have provided sufficient 
recruits to date. 

The teaching staff had, of course, to be selected also. Somehow or 
other time had to be found for them to prepare their material and give 
their lectures. The syllabus of the first school was as follows: 


Finance——The Treasury system of accounts with its safeguards 
on revenue and expenditure. 


Audit—Requirements of Audit Act. 

Ledger.—Munitions accounts. 

Fixed Assets —Registers of structures, plant, etc., and depreciation 
of such assets. 


Stores.— 
(a) Contract requirements. 
(b) Receipt and issue of raw materials and supplies. 
(c) Inspection and despatch of finished product. 
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Costs—Methods of ascertaining and controlling costs in munition 
production. 

Personnel._—Staff regulations, etc., preparation and payment of 
salaries and wages. 


The first school comprised twenty recruits selected from New South 
Wales, Victoria, and South Australia, and lasted for a month. The 
men were, of course, paid during this time and were fully occupied with 
the school and with sundry inspections of factory systems. At the end 
of the course they were invited to express their preference for the kind 
of work they would care to do, and most of them selected costs. The 
punch card and accounting machine systems installed in the larger 
factories were, of course, of considerable interest in this connection. 

The second school comprised another twenty men selected from 
Queensland and New South Wales for employment in the factories then 
under construction in those States. At this stage other Departments 
began to take an interest in this experiment and “Defence Co-ordination” 
sent three men who had been loaned by a State authority to be included 
in the school. 

The third school will have been completed by the time this account is 
published, and a fourth will have commenced. The third comprised 
officers selected for the new South Australian factories, permanent officers 
of the older factories whose experience had been restricted to one phase 
only of factory accounting, and several officers from the Department 
of the Army. 

The school has had to restrain the ardour of other Departments in 
seeking to make use of these facilities for training. The original 
Department of Supply needs only commenced to be met out of the third 
school. The graduates of the first and second schools are, of course, well 
established in the existing factories, and some of them now will have 
been sufficiently qualified by practical experience to have taken on the 
responsibilities for which they “enlisted.” These will become “key” men 
around whom further dilution will proceed, not necessarily in their 
original offices. 

The brief summary of the subject matter comprised in the school 
curriculum which is given here does very little justice to the scheme 
itself. Through the courtesy of the Victorian Railways, the State Elec- 
tricity Commission, and the Commonwealth Aircraft Corporation, officers 
and trainees have been granted facilities for inspecting and studying 
the various methods of handling and recording of stores so that a 
variety of experience and knowledge has been drawn upon. 

The school was placed in charge of Mr. J. M. Badger, F.F.1.A., F.C.1.S., 
F.c.A.A., Assistant Chief Accountant, who during the last war was on 
the staff of the Defence Department, and subsequently became an 
accountant in one of the Government factories. Mr. Badger then went 
to “private enterprise” where he occupied a high executive position until, 
at an early stage in the present war, he returned to Government work. 
Mr. Badger is particularly qualified, not only in the procedure of both 
Government and private organisations, but in an understanding of what 
the new recruits need to know. The teaching staff of the school included 
several senior finance, costing, and contract officers. Its official name in 
the joint Secretariat of the two Departments is “The Post-Graduate 
School for Qualified Accountants.” 
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Appointment and Remuneration of Auditors 
of Companies 


The question having been raised by a member of the Institute as to 
the legal position regarding the responsibilities and the remuneration 
of the auditor of a company who has been superseded by another 
auditor, the Commonwealth Institute of Accountants has obtained the 
opinion of Mr. J. B. Tait, barrister-at-law, on the specific questions 
raised. 

Counsel’s opinion is as follows: 


OPINION 


I am asked to advise as to the duties and remuneration of an auditor 
of a company when he is appointed at the annual general meeting of 
the company held some time after the close of its financial year. 

The questions that have been submitted are most readily understood 
by an example. A company whose financial year ends on the 30th 
June, holds its annual meeting on, say, the 20th October, 1940, when 
the balance sheet for the year ended 30th June, 1940, is presented, 
and the meeting appoints Mr. X. (for thc first time) as auditor of 
the company. The resolution appointing him is that he is appointed 
either “for the current year” or “for the ensuing year,” or “until the 
next annual meeting,” and “at a fee of 100 guineas,” or “at a fee at the 
rate of 100 guineas a year.” At the next annual meeting, held, say, on 
the 14th October, 1941, Mr. X. is not reappointed, but Mr. Y. is 
appointed auditor, the resolution otherwise being in the same words 
as before. The questions, relating to the period between the end of 
the financial year on the 30th June, 1941, and the annual meeting on 
the 14th October, 1941, are: ° 

Is Mr. X. the auditor of the company during this period? Is he 
entitled to remuneration for this period (as well as for the period from 
the 30th June, 1940, to the 20th October, 1940)? Or must he, for 
the 100 guineas, audit the accounts for this period? What is his 
duty as regards the accounts for such period—particularly where it is 
a continuous audit? 

Is he liable if he fails to correct errors or find defalcations which 
could have been found by the exercise of reasonable skill in auditing 
the accounts for this period? 

In other words, the question is—Has the auditor any duties except 
in respect of the accounts for the company’s financial year? 

Now I think it will be found that most of these questions create no 
difficulty when it is recognised that the period of his term of office 
as auditor may be a different period than the period of the accounts 
of which he is to audit during such term of office. Leaving out for a 
moment the difficulties that arise if it is a continuous audit, it must 
be recognised, to put an extreme case, that an auditor may be appointed 
to be the auditor for the calendar year 1940, and that his engagement 
is to audit the accounts for say the five years 1933-1938. His term 
of office is the year 1940, the work he has to do while auditor is in 
respect of the accounts for the years 1933-1938. So if he is appointed 
for a term of office from one annual meeting in October to the next 
in the following October, that is not inconsistent with his duties, being 
solely in respect of the accounts for the year ended 30th June. It must 
depend upon the terms, expressed or implied, of his appointment, or in 
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other words upon what the auditor contracted to do. And this depends 
partly upon the statutory provisions, partly upon the words of the 
resolution appointing him, and the Articles, if any, dealing with the 
matter, and partly upon implication from the circumstances and from 
custom. 

First, as to the statutory provisions. The relevant provisions of the 
Victorian Companies Act, 1938, and those of the New South Wales 
Act of 1936 are the same, except in one particular to be mentioned later. 
As to the appointment and period of office, the Act (Vic. Sec. 132 (1)) 
provides that “Every company shall at each annual general meeting 
appoint an auditor or auditors to hold office until the next annual 
general meeting.” Sec. 132 (4) makes provision for the first auditors 
being appointed by the directors before the annual meeting to “hold office 
until that meeting.” Sec. 132 (5) provides that the directors may fill 
any casual vacancy “in the office of auditor.” So far these provisions 
deal only with the appointment and period of holding office. They say 
nothing as to the duties, and, as pointed out above, are consistent with 
a duty to audit the accounts for any particular period that may be 
otherwise defined. Sec. 132 (2), however, uses different language, 
and provides that if an appointment is not made at a general meeting 
the Governor-in-Council may, on the application of any member, appoint 
an auditor of the company “for the current year.” It is here that the 
language of the New South Wales Act is different, for under the 
corresponding section of that Act (Sec. 113 (2)) on failure of an 
appointment otherwise the Registrar-General may appoint an auditor 
of the company “to hold office until the next annual general meeting.” 
The use in the Victorian Act of the words “for the current year” 
instead of “to hold office until the next annual general meeting” is a 
survival from the English Act of 1900 and appears to be an anachronism. 
But the change of language should be given effect to, and I think 
“the current year” means the year of the company—its financial year, 
so that if the appointment were made in November and the company’s 
financial year was July to June the term of office of the appointee by 
the Governor-in-Council would end at the following 30th June. Further, 
the words “for the current year,” unlike the words “to hold office until 
the next annual meeting,” imply something as to the duties to be 
performed, and I think in themselves, if there is nothing more, would 
be held to limit such duties to dealing with the accounts, etc., of the 
current year. , 

Sec. 132 (6) (Vic.) provides for the fixing of the remuneration of 
the auditors by the company in general meeting, but does not assist as 
to the present questions. 

The duties of the auditors are dealt with in the Act in Sec. 133 (Vic.) 
(Sec. 115, N.S.W.). There are other statutory duties under other 
sections, such as certifying the statutory report, but these are not 
relevant. Sec. 133 provides that the auditors shall make a report to 
the members “on the accounts examined by them and every balance 
sheet and profit and loss account laid before the company in general 
meeting during their tenure of office.” This does not lay down what 
accounts must be examined during their tenure of office, but it does 
require them to report on every balance sheet laid before the general 
meeting during that period. This would include, of course, the balance 
sheet laid before the meeting at which they go out of office, and this 
would in most cases be the balance sheet for the year ending the 
previous June. It would also include a balance sheet as at a date five 




















1941 THE AUSTRALIAN ACCOUNTANT 445 


years previously if such were laid before a meeting during their year 
of office, and they would require to audit the books covered by such 
balance sheet, in order to be able to report upon it. Except in this 
way the provision does not require an audit of the accounts of any 
particular period, and indeed the implication may be that only those 
accounts for the period covered by the balance sheet or balance sheets 
laid before the company during their tenure of office are required 
to be audited by them. The section gives the auditors a right to attend 
any general meeting at which any accounts which have been examined 
or reported on by them are laid before the company, but this does not 
assist in any way in the present problem, except in so far as it indicates 
that their statutory duties are related to the accounts laid before a 
meeting, rather than the accounts for the period of their office. Section 
133 (3) provides that the auditor shall use reasonable diligence with a 
view to ascertaining that the books of the company have been properly 
kept, and record correctly the affairs and transactions of the company. 
If this provision had been the only one as to their duties, I think it 
might have raised an implication read with the provision in Sec. 132 
as to holding office until the next annual meeting, that the books and 
transactions referred to were those covering the period of such tenure 
of office. But read in its context in Sec. 133, I do not think there is 
any such implication, and the sub-section is satisfied if the auditor 
complies with it in regard to the books and transactions relating to the 
period dealt with by any balance sheet on which he is required to 
report. Accordingly, as far as the statutory provisions are concerned, 
there is no requirement that an auditor appointed at the annual meeting 
in October must audit the accounts between the end of the company’s 
financial year and the expiration of his tenure of office at the next 
meeting, and any requirement that he shall do so must be found outside 
the statutory provisions. : 

The Articles of the Company may provide what the auditor is to be 
appointed to do, but usually they are silent as to this, or merely follow 
or refer to the terms of the Statute. Also, there may be an agreement 
(apart from the Articles or the resolution appointing the auditor) 
between the company and the auditor which may provide for his duties. 
But agreements of this sort are not here dealt with. 

It is necessary next to consider the form of the resolution appointing 
the auditor. This, of course, may take many forms, and may expressly 
lay down his duties. It is only certain common forms that can be dealt 
with here. It has been suggested that the resolution may take the 
form of appointing the auditor either “for the current year” or “for 
the ensuing year,” or on the other hand may appoint him “until the 
next annual general meeting.” In my opinion, if the resolution says 
“for the current year” this means the company’s year, that is its 
financial year, and not the year from annual meeting to annual meeting, 
or necessarily the calendar year. I think also that the words “for the 
ensuing year” would mean the same thing, although literally they may 
not do so. As to the other expression, “until the next annual meeting,” 
of course this means what it says. It clearly follows the words of 
the Act, and refers only to the term of the auditor’s office, and has 
no implication as to what duties he shall perform during such term. 
But the former expressions “for the current year,” or “for the ensuing 
year,” do carry some implication that the auditor’s duties are to be in 
respect of that period. 

Accordingly, if the resolution is in the form appointing the auditor 
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“for the current year,” or “for the ensuing year,” and there is nothing 
else from which the duties in regard to his employment are to be 
implied, in my opinion he would not be under any obligation to audit 
the accounts after the end of such year, i.e. the company’s financial 
year, and if this ended some time before the next annual meeting he 
would be under no obligation to audit the accounts for such later period, 
although he would by reason of the Statute hold office until the next 
meeting. If the resolution was in the form “until the next annual 
meeting,” and there was nothing else from which his duties could be 
implied, the matter would rest where it does under the Act as already 
advised, and in my opinion he still would be under no obligation to 
audit the accounts for the last-mentioned period. There may be other 
matters, however, which alter the position either by express agreement 
or by implication from facts and circumstances. An express agreement 
as to this matter with the company or the directors would, of course, be 
binding. But apart from express agreement there may be other 
circumstances to raise an implication, such as practice in former years 
of other auditors and known to the present auditor, and particularly 
the fact that a continuous audit has either been expressly stipulated for, 
or has been the practice and is understood to be required. As to this, 
it must be remembered that on the one hand the practice of auditing 
the accounts between the end of the financial year and the annual 
meeting, either by way of a continuous audit or otherwise, may have 
been entirely for the convenience of the auditor in office who would 
anticipate re-appointment, and on the other hand that one part of the 
auditor’s duty may be to prevent opportunities for defalcations by 
employees, and to find them out as quickly as possible if they have 
occurred. There is nothing in the Act as to this latter matter, nor in 
the resolutions considered above, but the practice in former years, or 
the fact that a continuous audit is stipulated for or understood to be 
wanted, may imply that this feature of an auditor’s work is included 
in the contract. In this event I think that if the resolution were in 
the form “until the next annual meeting,” there would be sufficient 
implication to require the auditor to carry on the former practice of 
the continuous audit up to the date of the meeting at which he ceases 
to hold office. But if the resolution were in the other form of “for the 
current year,” I do not think that there would be any such implication, 
and any former practice would be regarded as something that the former 
auditor had carried out for his own convenience. 

As to remuneration, if the resolution provides for a fixed amount 
and not for an amount at a rate per year, then whatever may be the 
obligation of the auditor in respect of the accounts after the end of the 
financial year and up to the date of the next annual meeting, he could 
not claim additional payment. On the other hand, if the resolution 
provides for a remuneration at a rate of so much a year, and the 
obligation of the auditor was to audit the accounts for this broken 
period as well as for the whole of the financial year, he could claim 
additional remuneration for such period. If, however, the directors 
expressly instructed the auditor to audit the accounts for this broken 
period, or to conduct a continuous audit (which may amount to the 
same thing), then in any case the auditor could claim additional 
remuneration for the broken period. In such a case he would really 
be acting during the broken period, not as auditor appointed by the 
shareholders, but as auditor instructed by the directors, and his right 
to additional and separate remuneration would depend upon his agree- 
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ment with the directors. If nothing was said about remuneration, it 
might be implied that he should do the extra work without further 
remuneration. 

I am also asked as to the rights to remuneration, and as to the 
obligations, of the new auditor in regard to auditing the accounts for 
the period between the end of the financial year preceding his 
appointment and the date of his appointment. As to this, it is his 
statutory duty to report on any balance sheet presented to a meeting 
during his tenure of office, and this involves auditing the accounts for 
the whole of the period covered by such balance sheet. He may take 
the risk of accepting the work done by his predecessor for the first 
part of such period, but the risk and the obligation is his. Further, the 
remuneration voted to him would cover this work. 

I have, I think, dealt with all the various positions which are 
suggested in the questions submitted to me, and as to which I am 
asked to advise, and accordingly it is unnecessary to set out those 
questions and my answers in detail. I should perhaps sum up the 
position and my opinion as follows: 

(a) An appointment of an auditor “for the current year” is an 
appointment for the company’s financial year, and his duties are 
limited to auditing the accounts in respect of that year, although by 
virtue of the Statute he holds office till the next meeting. 

(b) An appointment “until the next annual meeting” is an appoint- 
ment for the term of office provided for in the Companies Act, and 
says nothing as to the auditor’s duties, but in the absence of any 
circumstance raising any implication to the contrary, the duties of the 
auditor are limited to auditing the accounts for the period covered by 
any balance sheets laid before meetings during his term of office. The 
fact that the audit had always been a continuous one to the knowledge 
of the new auditor, or that a. continuous audit was required, would 
raise such an implication, and in such a case the auditor’s obligations 
would be to audit the accounts up to the date of his term of office 
expired. If the continuous audit was done merely for the auditor’s 
own convenience, this would not be so. 

(c) The new auditor is under an obligation in any event to satisfy 
himself as to the correctness of the accounts for the whole of the period 
covered by the balance sheets upon which he is required by the Act to 
report. 

(d) The most satisfactory form of a resolution appointing an auditor 
of a company is “that Mr. X. be appointed the auditor of the company 
for the current year at a remuneration of 100 guineas.” 


J. B. Tarr. 
Selborne Chambers, 
27th August, 1941. 
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A. E. PYKE, F.1.c.a. 


By the death of Mr. A. E. Pyke, on Tuesday, September 23, the 
accountancy profession lost one of its most popular figures and the 
Commonwealth Institute one of its most loyal friends. His death came 
unexpectedly after a brief illness. It was characteristic of him that he 
should have been actively associated with his practice until a few days 
before he died. 

Born on October 5, 1864, Mr. Pyke entered the commercial world 
and subsequently studied accountancy. He qualified for membership of 
the Institute (then the Incorporated Institute of Accountants in 
Victoria) in 1897, and was advanced to Fellowship in 1906. He was 
elected to the Council of that Institute in 1914, and served thereon until 
1921, when, through the reconstitution of the Institute, he became a 
member of the Council of the Victorian Division. In 1928 he served 
as State President; and in 1927, 1940-41, he was Honorary 
Treasurer. He occupied the last-mentioned office and that of Chairman 
of the Library Committee when he died. In recognition of his long and 
honourable record of service to the Institute, he was elected a life 
member by General Council in 1940. 

Mr. Pyke will long be remembered as the outstanding coach of 
Victorian accountants. Most of the present leaders of the profession 
were taught accountancy by Mr. Pyke and have frequently acknowledged 
their debt of gratitude to him. His life-long interest in accountancy 
education was further expressed in his association with the Students’ 
Society and the library of the Institute. He was a member of the 
Committee of the Society from 1921 until his death, being its President 
in the years 1925-1927, and a member of the Library Committee for 
many years prior to his death. Mr. Pyke’s model answers and demon- 
strations of the solutions to the accountancy papers of the Institute's 
examinations were known throughout Australia. 

Whilst Mr. Pyke will be chiefly remembered for his achievements as 
a coach, for his assistance to the Students’ Society, and for his interest 
in the library, he has served the Institute in many capacities and on all 
its committees. It is difficult to select for special comment any one of his 
further contributions to the Institute and to the profession, for each 
was material and valuable. His name and influence will always be 
associated with many diverse activities of the Institute, in such fields as 
municipal accounting, company law, bankruptcy procedure, and many 
other matters of special importance to the profession of accountancy. 

The records proclaim the abilities and achievements of Mr. Pyke. The 
thoughts of his more intimate friends linger with the memory of the 
kindly human soul of “Harry” Pyke. They take consolation in the fact 
that the highest honour of life membership of the Institute was conferred 
on him before he passed on. 
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Central Register of Accountants 


ReEvIEwW oF WorkK OF First YEAR 


A review of the operation of the Central Register in each State for 
the year ended June 30, 1941, reveals that accountants are making a 
substantial contribution to the war effort. 

The decision to compile a register of accountants who were willing to 
render national service was taken at a conference of senior officers of 
war departments, and representatives of the several institutes of 
accountants, at Victoria Barracks, Melbourne, on July 1, 1940. Only a 
vague idea existed at the time of the extent to which accounting services 
could be organised and usefully employed. Since then, the decision to 
establish the Register has justified itself beyond expectations. Members 
of the profession in all States responded generously to the call for 
national service, and the assistance offered has been utilised by the 
Departments of the Navy, Army, Air, Munitions, Supply and Develop- 
ment, and Auditor-General (Defence Branch). In addition, members 
have helped many patriotic bodies with accounting and financial matters. 

During the year under review, 3,070 members in Australia offered to 
assist war departments in an honorary capacity. A record of personal 
and professional particulars of each member was compiled and classified 
according to his knowledge and experience. As a result, the various 
departments have been supplied with the type of assistance they required, 
whether that assistance was of a general accounting, auditing, trading 
or productive character. As accountants were classified into 11 major 
groups and 85 sub-divisions, there have not been many enquiries for 
specialised services that could not be readily filled from the Register. 

On work completed during the year, 701 members and 245 lady 
members, stenographers and comptometrists worked 31,365 hours in 
an honorary capacity on various work connected with the war. At June 
30, 469 members and 30 lady members, stenographers and comptometrists 
were working 1,866 hours regularly each week. Some of the current 
work has been in progress for several months, but the total hours worked 
will not be computed until such work is completed. The figures quoted 
do not include the time devoted by practising members to honorary 
audits of non-public funds at R.A.A.F. stations and units throughout 
Australia, reference to which will be made later in this review. 

An expenditure of £554 was incurred by the institutes to June 30 in 
the compilation and operation of the Registers in all States. 

Most of the work undertaken has been of an internal auditing nature, 
but much constructive accounting work has been performed and assist- 
ance of an advisory nature has been given to several departments and 
patriotic bodies. The bulk of the work has occurred in the finance 
sections of the three service departments, particularly in connection 
with pay records. Extensive work has also been carried out for the 
Ordnance Branch of the Army, where store records have been compiled 
and checked, and in some cases actual stock has been taken. Work of 
this character has been performed in country centres as well as capital 
Cities. 

The classification of accountancy services has enabled full use to 
be made of the specialised experience of members. Wherever possible, 
teams are formed of members who have had actual experience of the 
type of work to be undertaken. Audit clerks have carried out work of 
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an audit nature expeditiously, and members engaged on accounting 
associated with purchasing and stock records have been of special 
assistance to the Ordnance Branch. These are only two of the many 
instances in which work has been carried out to the best effect by 
allocating it to members already familiar with similar forms of account- 
ing and records. 

Much of the work has been of a temporary nature, and undertaken 
for the purpose of assisting a department over a heavy “peak” period. 
This has occurred as a result of heavy enlistments, or in departments 
which have been expanding rapidly. Assistance of this character has 
been of particular value. It has lightened the burden for officers working 
extremely long hours, and enabled them to augment the permanent 
staff and improve the facilities for handling the increased volume of 
records. 

A notable contribution has been made by practising members and 
firms who have carried out quarterly audits of non-public funds at 
R.A.A.F. stations and units throughout Australia. These funds relate 
to officers’, sergeants’ and airmen’s messes, and such service institutes 
as canteens, recreation clubs, etc. At the larger stations the work has 
been extensive, involving the full time of a principal and several clerks 
for several days each quarter. Detailed reports on the finances of messes 
and service institutes have been compiled in each instance, and copies 
supplied to area and central headquarters. The recommendations and 
criticisms of the civilian auditors have been instrumental in improving 
the financial control and accounting systems of all non-public funds. 
During the course of this assistance, standard systems of accounting 
have been instituted, and proper accounting establishments built up. 
At June 30, audits of this kind were being conducted at 44 R.A.A.F. 
stations and units, including one at Darwin, where an Adelaide firm 
is assisting. 

In the early stages, the Registers were wholly used to arrange for 
members to assist various departments in an honorary capacity. Early 
in 1941, officers of the Public Service Commissioner asked for the 
records of members who had offered their services in a full-time capacity. 
Since then, large numbers of accountants have been engaged through the 
Registers for work directly associated with the war. 

The greatest demand for accountants has occurred in the Department 
of Munitions. In order to meet this demand quickly, the Department 
decided to engage as many members as possible through the Register, 
and to give them a short intensive training in the treasury system of 
accounting and government contract procedure. The school was estab- 
lished in Melbourne. The first course was attended by members 
selected from the Sydney and Melbourne Registers, the second from 
Sydney, Melbourne and Brisbane, and the third from Adelaide. Several 
additional courses have been conducted since for accountants from 
various States. The scheme is an enterprising means of meeting an 
abnormal situation. It enables accountants selected for positions in 
munition factories quickly to adapt themselves to governmental pro- 
cedure. 

The rate at which accountants are being drawn from professional, 
commercial and industrial offices is causing the General Register 
Committee some concern. It is evident that there is going to be an 
acute shortage of qualified men to carry out the responsible work which 
is being performed by all sections of the profession. Advice as to the 
best way in which members can best serve the nation is being continually 
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given by the secretaries of the Registers in the various States. Some- 
times this advice is to the effect that a member should continue with the 
work he is doing. 

In concluding this review, the General Committee pays tribute to the 
work of the members and secretary of the Central Register Committee 
in each State. It is due to their enthusiastic co-operation that account- 
ing services have been efficiently organised, and usefully employed in 
the national interest. The fact that the Registers have been the means 
of providing members of accountancy institutes with opportunities of 
serving in capacities for which they possess special qualifications and 
training, is extremely gratifying to all who have laboured to make the 
Registers a success. 





Administration of Estates in Bankruptcy—VI 
By Norman S. YOUNG, A.1.C.A. 


CrepiTors’ CLAIMS—CONTD. 
(d) Section 84 (1) priorities generally 

Turning to S. 84 (1) of the Act one finds therein a description of the 
debts which are given priority under all forms of administration (with 
the possible exception of Part XI schemes of arrangement in certain 
circumstances, (in re Wise 4 A.B.C. 235) and compositions under the 
same Part). The priorities created by or under Ss. 84 (2), 88a and 93 
which have already been considered have a limited application in practice, 
as they depend upon the existence of special circumstances which are not 
common to the average administration. 

It is of the utmost importance that the practising trustee should be 
familiar with the legal principles governing the operations of all the 
priority sections as a mistake in admitting and making payment to a 
creditor of an amount which the trustee believes to be a priority debt, 
and which is not, will have serious personal consequences. 


(1) Costs of administration 

The priorities referred to in S. 84 (1) have to be paid in the order 
specified in the section. If funds are insufficient to pay the priorities in 
one of the earlier classes in full, the creditors in this division share 
equally, and the priority creditors in subsequent divisions receive no 
payment at all. 

S. 84 (1) fixes the costs of administering the estate as the first priority 
to be paid. 

It occasionally happens that the proceeds from the realisation of the 
estate are insufficient to pay the costs of administration in full, particu- 
larly where the estate is a small one or where unsuccessful litigation 
without a suitable indemnity has taken place, or where heavy costs have 
been awarded out of the estate as a result of an application to the Court 
to determine a difficult question of law or procedure which has arisen in 
the course of the administration. For example, see in re Allied Glass 
Manufacturers Ltd. 9 A.B.C. 21. 

To provide for this contingency, Bankruptcy R. 135 sets out the order 
in which these costs of administration have to be discharged. Without 
discussing in detail the costs referred to in this rule, it may be convenient 
meet out the principal costs which have to be provided for, and their 
order : 
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(a) The actual expenses incurred in realising any of the assets. This 


would include auctioneer’s charges, advertising, etc. 


(b) The actual expenses incurred by the official receiver 


(1) in protecting the property or assets of the debtor, and 

(2) in carrying on the business of the debtor. This would include 
the costs of insuring the assets pending sale, the fees of any 
person appointed to store the assets, and if the business is 
carried on pending realisation all liabilities for goods pur- 
chased for that purpose and expenses incurred in running 
the business ; 

Fees payable to the Court based on the realisation of assets, and 

any costs, charges and expenses incurred or authorised by the 

Official Receiver or ordered by the Court. This would include 

legal expenses incurred by the Official Receiver or costs which the 

Official Receiver is ordered to pay by the Court in any proceedings 

which have come before the Court for determination. 


(d) Refund of the deposit lodged by the petitioning creditor. 
(e) The deposit lodged on an application for the appointment of an 


interim receiver. 

The remuneration of a special manager, if any. 

The costs of the person, if any, appointed to assist the debtor in 
the preparation of his statement of affairs. 

Any allowance made to the debtor by the Official Receiver. 

The taxed costs of the petitioning creditor. 

The remuneration of the trustee. 

The taxed charges of any shorthand writer. 

The trustee’s necessary disbursements other than actual expenses 
of realisation, together with fees payable to the Court on the 
realisation of the assets. Lukin J. in re Burke’s Deed of Arrange- 
ment 4 A.B.C. 249 indicated that where a trustee was adminis- 
tering an estate as distinct from the Official Receiver he was of 
the opinion that this part of the rule covered any costs incurred 
by the trustee in carrying on the debtor’s business. This rule 
would also cover rates and taxes payable by the trustee, legal 
expenses incurred by him in the administration of the estate, 
valuation fees, postagies, stationery and other out-of-pocket 
expenses, in fact all disbursements incurred in administering the 
estate. 

The costs of any person properly employed by the trustee. 

Any allowance made to the debtor by the trustee. 

The actual out-of-pocket expenses necessarily incurred by the 
committee of inspection. 


It is to be observed that this rule contemplates the prior payment of 
the Official Receiver’s expenses, and then if a trustee is appointed to 
administer the estate at the first meeting of creditors the expenses incurred 
by the trustee will rank after those incurred by the Official Receiver. In 
such circumstances, however, the Official Receiver’s expenses would 
probably be only nominal, as he would not in the time available have 
proceeded very far with the administration of the estate. 


(2) Funeral and testamentary expenses 

S. 84 (1) (d) provides as the second priority, that in the case of the 
estate of a deceased debtor the trustee shall pay “the proper funeral and 
testamentary expenses incurred by the legal personal representative of 
the deceased debtor.” This sub-section is complementary to S. 155 (8). 
It is to be noted at the outset that the only claims which have priority 
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under this sub-section are those which can be classified as “funeral or 
testamentary expenses,” and which have been incurred by the legal 
personal representative of the deceased. Medical and hospital expenses 
incurred by the deceased in connection with the fatal illness will therefore 
not be included. 

The generally accepted definition of the expression “testamentary 
expense” is that of Jessel M. R. in Sharp v. Lush (1879) 10 Ch. D. 468, 
which is in the following terms :— 

“Testamentary expenses are the expenses incident to the proper performance 
of the duty of the executor.” 
Paine J. in the case of in re Bullock 6 A.B.C. 107 adopts and extends 
this definition when he says at P. 116: “In my opinion the category of 
testamentary expenses mentioned in S. 84 (1) (d) and S. 155 (8) 
includes all expenses with which the estate has become chargeable by 
reason of the proper performance of their duty by the executors.” 

In practice the more usual claims which have to be paid under the 
authority of this sub-section would include funeral expenses in the form 
of undertakers’ and gravediggers’ charges, and testamentary expenses in 
the form of expenses of obtaining probate, including legal charges, 
accountancy charges, travelling expenses, court fees, advertising, etc., 
valuator’s fees, auctioneer’s charges and after the grant of probate 
expenses such as auctioneer’s charges, further legal costs and any other 
outgoings incurred by the executor in the proper performance of his 
duties. Executor’s commission is also a testamentary expense. (/n re 
Bullock 6 A.B.C. 107.) If the business of the deceased has been carried 
on by the executor or trustee for the purpose of selling it as a going 
concern the liabilities incurred during this period will also be preferential. 
(In re Bullock 5 A.B.C. 241.) 

It is to be observed that Federal estate duty by virtue of the provisions 
of S. 34 of the Estate Duty Assessment Act constituting unpaid duty a 
charge over the whole of the estate having “priority over all other encum- 
brances whatever” is in the nature of a secured debt, and the statutory 
charge referred to, is not affected by the Bankruptcy Act, and payment 
of this duty therefore takes precedence over the funeral and testamentary 
expenses referred to in S. 84 (1) (d). (Jn re Mageed Rasheed 7 A.B.C. 


82.) 
(3) Wages or salaries 


S. 84 (1) (c) may be summarised as follows: 


(1) The claim must be for salary or wages, 

(2) The priority claim must not exceed £50. 

(3) The salary or wages may be due to 
(a) a clerk 
(b) a servant 
(c) labourer, or 
(d) workman. 

(4) The claim of a wife, husband, child, parent, brother or sister of the bankrupt 
in respect of unpaid salary or wages is not eligible for priority payment. 
This would not affect the right of one of the persons named to rank for 
dividend as an ordinary unsecured creditor for the debt, 

(5) It is optional whether the contract of service between the debtor and the 
employee provides for payment of the wages or salary on the basis of time 
or piece work. 

(6) The services giving rise to the claim for wages or salary must have been 
— to the bankrupt within four months before the date of the sequestra- 
tion order. 


(This means within the four months immediately preceding the date of 
the sequestration order—Cave J. in ex parte Fox re Smith (1886) 17 
Q.B.D. at p. 4.) 
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Although it is generally thought that an employee who is remunerated 
by commission, in lieu of salary or wages, is entitled to the benefits of 
S. 84 (1) (c), the question cannot be considered free from doubt, more 
particularly when it is remembered that for the purpose of removing 
similar doubts Section 2 of the English Bankruptcy (Amendment) Act 
of 1926 was especially enacted to safeguard employees whose priority 
claim was based wholly or in part on commission. 

It is necessary to consider the facts in individual cases to determine 
whether the creditor is a clerk, servant, labourer or workman and there- 
fore entitled to priority, or a contractor and as such not entitled to 
priority. It would appear that one of the most important factors which 
must be present to constitute the creditor a clerk or servant, is the exist- 
ence of some form of authority under which the employer can control 
and direct the activities of the employee. Thus an accountant who looks 
after a debtor’s affairs and writes up his books of account, but who is not 
in any way subject to the control or direction of the debtor, doing the 
work in his own way, at his own time, and either at the debtor’s place 
of business or at his own offices is probably not entitled to priority for 
unpaid fees earned during the period of four months immediately pre- 
ceding the date of the sequestration order. 

If an employee receives payment for wages in respect of services 
rendered within four months preceding the date of the sequestration 
order by cheque, and negotiates the cheque in exchange for goods or cash 
and the cheque is subsequently dishonoured, he is not debarred in such 
circumstances from the right to payment as a priority creditor under 
S. 84 (1) (e). Holiday pay, payable in accordance with the provisions 
of an award of the Commonwealth Court of Conciliation and Arbitration 
is a priority debt under S. 84(1) (e) to the extent that such holiday pay 
has accrued within the four months immediately preceding the date of 
the sequestration order. (Jn re W. J. Taylor & Sons 8 A.B.C. 88.) 

In the case of a deceased estate being administered under the provisions 
of Part X of the Act the date for the calculation of the claims for priority 
in respect of wages is the date of death. If a delay of more than four 
months takes place after death in obtaining an Order for Administration 
in bankruptcy, no priority for wages will exist, notwithstanding that the 
wages may have accrued within four months immediately preceding the 
date of death. (Jn re Relf 8 A.B.C. 9.) 

Where employees were creditors for wages owing to them in respect 
of services rendered to the debtor in respect of periods extending beyond 
the period of fdur months immediately preceding the date of the seques- 
tration order, and during such four months’ period had received various 
sums on account of wages, it was held that such payments should be 
appropriated to the wages in respect of the services for the earliest 
periods in point of time for which the wages were owing, and on the 
facts, the particular employees were entitled to priority under S. 84 (1) 
(e) for the full amount of four months’ wages (in re Brock and Meadows 
2 A.B.C. 83). 


(4) Workmen’s compensation claims 
Where personal injury is caused to any workman as a result of an 
accident arising out of and in the course of his employment, the workman 
is entitled to make a claim against his employer. The amount of the 
claim will depend upon the seriousness of the accident and the basis of 
computation is regulated by appropriate State legislation dealing with 
the subject of workmen’s compensation. 
To provide against the possibility of claims of this description not 
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being paid when they arise, the law makes it compulsory for employers 
to insure against this liability. It will be seen from the provisions of 
S. 84 (1) (f£) that subject to a limit of £200, and subject to the liability 
having accrued before the date of the sequestration order, claims for 
workmen’s compensation are given fifth priority in the distribution of 
the bankrupt’s estate. This priority, however, is to apply only if a con- 
tract of insurance has not been effected. As already indicated, it is com- 
pulsory for employers to take out such a policy so that a claim under 
this sub-section could arise only if an employer has failed to carry out his 
statutory obligation to insure, and an accident occurs whilst he is not 
covered, followed by bankruptcy. 

Few claims, if any, have arisen under this sub-section since the 
Bankruptcy Act came into force. 


(5) Apprenticeship claims 

The apprentice or articled clerk of a bankrupt is entitled to regard the 
sequestration order as a complete discharge of the indentures of appren- 
ticeship or articles of agreement provided he or any person acting on 
his behalf gives notice in writing to the trustee to that effect (S. 87 (1)). 
In such circumstances if a fee has been paid to the bankrupt in con- 
sideration of the bankrupt having entered into the indentures of appren- 
ticeship or articles of agreement with the apprentice or articled clerk, 
the trustee on an application by or on behalf of the apprentice or articled 
clerk shall pay to the applicant as a priority claim under S. 84 (1) (g) 
such sum as the trustee shall think reasonable. 

The trustee’s determination of the amount to be paid will be influenced 
by any special circumstances which exist, but chiefly by the amount of 
the premium or fee paid in relation to the expired or unexpired period 
of the indentures of apprenticeship or articles of agreement. 

No hard or fast rule can be laid down, and the trustee must exercise 
his discretion reasonably and fairly, having in mind that if the apprentice 
or articled clerk is dissatisfied with his decision he can appeal to the 
Court (S. 87 (2)). 


(6) Rates and taxes, etc. 

S. 84 (1) (h) deals with the priority in respect of rates and taxes, 
and in addition includes, in the same priority group, advances made pur- 
suant to Acts of Parliament which authorise loans for the improvement, 
development and settlement of lands or the aid, development or 
encouragement of mining. 

A better understanding of the provisions of this sub-section will be 
possible if the subject matter is dealt with in three divisions: 


(a) Municipal or Other Local Rates. 

To obtain a priority, the rating authority must prove its debt, in accord- 
ance with the provisions of Rs. 235-7, if it holds a statutory charge (in re 
Lamprill 6 A.B.C. 174) otherwise in accordance with the provisions of 
R. 226 (in re Thompson 7 A.B.C. 278), and in addition must establish : 

(i) That the rates were due by the bankrupt at the date of the sequestration order. 
Rates which a tenant has agreed to pay to a landlord under his lease by 
way of additional rent, and which are not assessed in the tenant’s name 
would not be within the section in the event of the tenant’s estate being 
wound up under the Bankruptcy Act. Even if the tenant or owner is 
actually liable for the rates and has been assessed for them, but before 
the date of the sequestration order they have been paid by a landlord or 
mortgagee, the landlord or mortgagee is not subrogated to the priority 
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rights of the rating authorities. (Jn re Hale 2 A.B.C. 123; and in re 

Kellam 7 A.B.C. 79.) 

What is the position if the landlord or mortgagee pays the rates after 
the date of the sequestration order, and after the rating authority has 
proved its debt? In such circumstances the landlord or mortgagee does 
not appear to be entitled to priority (in re London Furnishing Co. Ltd. 
(1930) L.G.K. (N.S.W.) 46). 

(ii) That they have become due and payable within twelve months next preceding 
the date of the sequestration order. 

A fine for late payment of rates imposed after the date of the seques- 
tration order, but which under the authorising Act was deemed to form 
part of the rate is not entitled to priority. (Jn re Hale 1 A.B.C. 152.) 

It is the practice to assess municipal and other local rates once a year 
so that unless exceptional circumstances exist only one year’s rates will 
be preferential. The rating authority has no right to select the year’s 
rates for inclusion as a priority debt as only rates which become due and 
payable within twelve months next preceding the date of the sequestra- 
tion order are within the sub-section. 

(iii) That if the Act under which the rates have been assessed constitutes unpaid 
rates a charge on the property assessed, that such statutory charge has been 
surrendered in accordance with the provisions of R. 236 or valued in accord- 
ance with R. 237. (Jn re Lamprill 6 A.B.C. 174.) 

In South Australia this is not the practice as Paine J. held in re 
Dollard (6 A.B.C. 183) that the rating authority was entitled to priority 
for one year’s rates without having to realise, value, or surrender its 
statutory charge, but that if it desired to rank as a creditor for dividends 
in respect of arrears of rates it must comply with the provisions of 
Rs. 235-7. However, if the trustee pursuant to the provisions of S. 104 
disclaims his interest in the property over which the rating authority 
has a statutory charge, the rating authority will no longer be required 
to realise value or surrender its statutory charge for the purpose of 
ranking for dividend in respect of arrears. (Jn re Niehus 6 A.B.C. 19.) 

Except in South Australia where the practice with regard to proofs by 
rating authorities is regulated by the decisions of Paine J. above referred 
to, rating authorities are likely to claim as priority creditors only: 

(i) If there is only one year’s rates owing, and 

(ii) if it is certain that the priority will be paid in full. 
In such circumstances there would be no disadvantage to the rating 
authority in proving its debt and surrendering its statutory charge, as it 
would be paid in full. On the other hand if arrears of rates are out- 
standing, it is unlikely that the rating authority will prove at all, as in 
most cases it cannot effectively value its security so as to establish an 
unsecured debt, and if it elects to surrender it, such a step would probably 
preclude the rating authority from recovering any deficiency from a 
subsequent occupier or owner of the property assessed after payment of 
a dividend by the trustee on the arrears. 


(b) Assessed Land Tax and Income Tax 

Unlike the rating authorities the Taxation Departments are not limited 
in their priority claims to the taxes assessed within twelve months next 
preceding the date of the sequestration order. In cases where income tax 
or land tax is owing for more than one year it is open for the Taxation 
Department to select as the priority claim the assessment for the largest 
amount. (The Deputy Federal Commissioner of Taxation v. Stranger 
7 A.B.C. 119.) It is to be observed that the priority depends upon the 
income tax or land tax having been assessed. Occasionally income tax 
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is assessed after the date of the sequestration order in respect of a return 
lodged prior to the date of the sequestration order. Although the assess- 
ment is a provable debt, it is not a priority debt, in view of the fact that 
the tax was not assessed before the relevant date. In the case of a part- 
nership, the income tax priorities assessed in respect of partnership 
profits will not be payable out of the joint estate as there is no authority 
under the income tax law to assess a partnership, except in unusual 
circumstances, the individual partners being assessed on their share of 
the partnership profits. 


(c) Advances made to a bankrupt or goods supplied to a bankrupt 
under any Act relating to or providing for the improvement, 
development or settlement of land, or the aid, development or 
encouragement of mining. 

In most Australian States legislation exists under which advances are 
made or goods supplied for the purposes indicated. At the conclusion 
of the Great War the Governments of Australia were faced with the 
responsibility of placing many returned soldiers, and in several States 
schemes of settlement were formulated, under which soldiers were settled 
in undeveloped areas and were able to obtain advances for the purpose of 
improving or developing them. As a rule the Government Department 
making the loan or advancing goods obtained a security. It will be 
observed from the proviso to S. 84 (1) (h) that the priority in respect of 
such advances or supplies will apply only in respect of the deficiency 
after the realisation of the security held by the Government Department. 
Apparently through an oversight there has been no provision made for 
such Departments to value their security, if realisation is not possible. 
Instalments of repayment which have actually fallen due in respect of a 
loan granted pursuant to the provisions of the Loans for Fencing and 
Water Piping Act 1930 (S.A.) are within the section. (Jn re Smart 
6 A.B.C. 223.) Advances in the form of commodities made to a farmer 
pursuant to the provisions of the Farmers Relief Act 1931 (S.A.) 
Part II and the Drought Relief Act 1927, 1928 and 1929 (S.A.) are not 
within the section as they are not advances for the improvement, develop- 
ment or settlement of land. (Jn re Quinlan 5 A.B.C. 74.) Advances 
made pursuant to the Discharged Soldiers Settlement Act (S.A.) and 
the Advances to Settlers Acts (S.A.) would apparently be within the 
section. The trustee should exercise particular care in dealing with 
claims of this description as they will usually be large ones, and if 
incorrectly dealt with might lead the trustee into serious trouble if he 
distributes the estate amongst the unsecured creditors without proper 
regard to a claim of this sort. 


(7) Rent 

S. 84 (1) (i) provides a priority for the landlord of the bankrupt in 
respect of unpaid rent, reckoned from day to day, which is due and 
payable at the date of the sequestration order, for a period not exceeding 
three months, and in respect of which there were, at the date of the 
sequestration order, goods on the premises in respect of which rent was 
payable, liable, but for sequestration, to distress for rent. 

The proviso to the sub-section limits the priority to the value of the 
distrainable goods, if this value is less than three months’ rent. In the 
event of a disagreement between the trustee and the landlord with respect 
to the value of any such goods it is competent for the Court to fix the 
value in a summary manner. 
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S. 84 (1) (i) must be read in conjunction with S. 88, which in the 
words of Dixon J. in Carson v. Humphreys 3 A.B.C. at p. 54 “imposes 
a limitation upon the remedies of a landlord and deprives him of a 
valuable right.” The right withdrawn from a landlord by S. 88 is the 
power enjoyed by him at common law to levy distress against the estate 
of his tenant, and since 1932 (when the law was amended following upon 
the High Court’s decision in Carson’s case) upon the estate of a stranger 
owning goods found upon the premises on which such distress is made. 

In dealing with the priority claim of a landlord there are several 
aspects of S. 84 (1) (i) which require careful consideration. 

If the bankrupt is indebted to a mortgagee, and the mortgage contains 
an attornment clause, it is possible for a claim under S. 84 (1) (i) to be 
received from the mortgagee. An attornment clause in a mortgage 
generally provides that in certain events (e.g. when the mortgagor 
defaults under the mortgage), the mortgagor will agree to hold the 
mortgaged property as tenant of the mortgagee at a specified rent which 
may be fixed to cover interest accruing under the mortgage or, some- 
times, interest, expenses incurred by the mortgagee, and a regular reduc- 
tion in the principal debt. The object of such a clause is to place the 
mortgagee in a more favourable position by securing to him the payment 
of the interest obligation under the mortgage by means of the right of 
distress. 

The English Courts, on numerous occasions have permitted a mort- 
gagee to obtain the benefit of the right to distrain after bankruptcy, given 
to a landlord under S. 35 of the English Bankruptcy Act 1914 and 1926, 
where, under a mortgage deed, the bankrupt mortgagor has attorned 
tenant to the mortgagee (ex. parte Voisey 21 Ch. D. 442; ex parte 
Queen’s Benefit Building Society 16 Ch. D. 274; ex parte Punnett 
16 Ch. D. 226). 

Although there is no reported decision by an Australian Court of a 
mortgagee having successfully established a priority claim under S. 84 
(1) (i), there would appear to be every justification for assuming that, 
in certain circumstances, such a claim could arise. “A mortgagee is not 
the less a real landlord because he is a mortgagee,” per Jessel M.R. Jn 
re Stockton Iron Furnace Company (1878 L.R. 10 Ch. D., at p. 354). 

However, a trustee would be ill advised to grant a mortgagee priority 
under S. 81 (1) (i) where the claim is based on an attornment clause 
in a mortgage without first obtaining legal advice and, if necessary, an 
order of the Court. Several practical difficulties are to be noticed in the 
way of a mortgagee establishing a claim under the section. If the 
security held by him exceeds the amount of the debt, including interest, 
no priority could be admitted. If the mortgagee is partly secured 
and, in accordance with the provisions of the appropriate rule values 
his security and proves for a deficiency, it would appear that this 
deficiency would have to be apportioned proportionately to the principal 
and arrears of interest and that in dealing with the arrears of interest, 
this would be treated as having accrued during the whole period for 
which interest is outstanding. Payments made to the mortgagee would 
also require to be examined with a view to determining in what manner 
they should have been or have been appropriated. 

If the proceedings in bankruptcy occur prior to the date on which the 
rent has to be paid, no priority will be available, notwithstanding that 
portion of the rent when it ultimately becomes payable has accrued 
during a period preceding the date of the Sequestration Order. (See 
S. 65 of the Law of Property Act 1936 (S.A.).) 

Where a landlord on receipt of a notice of a meeting of creditors 
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under Part XI of the Act re-entered the premises occupied by the 
debtor several days before the six months’ rent accruing due under the 
lease fell due for payment and levied distress, it was held that the distress 
was illegal because the tenancy had been terminated by forfeiture and 
re-entry. It was further held that the landlord, having by his own action 
disentitled himself to the right to distrain (i.e., by terminating the lease 
by forfeiture and re-entry), prior to the meeting under Part XI, could 
not subsequently receive a priority under S. 84 (1) (i) because at the 
relevant date he was unable to show his ability, but for the bankruptcy 
proceedings, to levy distress (Jn re Collins 2 A.B.C., p. 61). 

It is provided that the rent shall be reckoned from day to day for a 
period not exceeding three months. 

The interpretation of this portion of the sub-section was before the 
Court in re Kanis 6 A.B.C., p. 268. 

This decision is of particular importance to trustees as it deals with 
a type of claim which frequently arises in practice. 

It becomes important frequently to determine whether, in making 
payments of rent, the debtor has stipulated what liability he is dis- 
charging. For example, if the debtor gets into arrears with his rent 
and, under arrangement with the landlord, the arrears are permitted to 
stand in abeyance on the understanding that current rent is paid, the 
debtor’s payment of the current rent will have the effect of leaving the 
arrears as an outstanding liability and, if the debtor subsequently goes 
bankrupt, the landlord’s priority will be limited to the current rent 
which has not been paid during the three months immediately pre- 
ceding the date of the sequestration order. This was the effect of the 
decision of Lukin J. in re Kanis, supra. In that case the debtor had 
been in occupation of premises at a rental of £12 per week, which he 
had been unable to meet and, as a result, arrears had accumulated, to 
the extent of £216. He had then made an arrangement to continue in 
occupation at a reduced rental of 28 per week to be paid every week and, 
when he was able to, he was to reduce the arrears. It was held that the 
landlord’s priority was limited to the actual rent which had fallen due 
for payment during the three months next preceding the date of the 
Sequestration Order and which was unpaid at that date. 

In those States where the landlord has no right of distress, he will not 
be entitled to a priority under S. 84 (1) (i) of the Act. This will be 
the position in New South Wales and Western Australia. 

A question which inevitably arises in dealing with this aspect of the 
landlord’s claim, is the determination of what are distrainable goods. It 
has been held that where the only goods on the premises are subject to 
a Bill of Sale, notwithstanding that these goods realise more than 
sufficient to pay the amount due under the Bill of Sale, the landlord is 
not entitled to a priority (In re Carter & Elliott’s Deed of Arrangement 
11 A.B.C. 90). 

What is the position if the only goods on the premises are held by 
the bankrupt under Hire Purchase Agreement? Does the value of such 
goods or, alternatively, the value of the debtor’s equity in them, consti- 
tute a basis for measuring the landlord’s priority under S. 84 (1) (i) ? 
In each State relevant legislation governing distress for rent proceedings 
is different so that a general rule cannot be laid down. If trustees are 
confronted with this problem, the solution should be sought from the 
Court. It would appear, however, that as the Sequestration Order 
would not prohibit the landlord from distraining on hire purchase goods, 
the value of such goods could not be taken into account in measuring 
the landlord’s priority. 
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Frequently, exercising the discretion provided by S. 91 (d), the 
creditors exempt from the proceedings in bankruptcy the debtor’s house- 
hold furniture. If the landlord of the premises, in which the debtor’s 
exempted household furniture is located, has a claim for unpaid rent, 
it would appear that he can use the value of the exempted household 
furniture in establishing the amount of his priority. 


(8) Priorities created by special resolution in respect of debts or liabili- 
ties incurred prior to the date of the administration 

By an amendment made in 1932 authority was provided for creditors 
to create priorities in respect of debts or liabilities which otherwise would 
merely rank for dividend, the procedure to be followed being regulated 
by the provisions of S. 84 (1) (j) of the Act. 

This authority is probably unique in the history of bankruptcy legis- 
lation, as it does violence to one of the cardinal principles of bankruptcy 
law, namely, that with the exception of the priorities expressly created 
by Parliament, all other creditors are to share rateably in the distribu- 
tion of the bankrupt’s estate. A consideration of the conditions govern- 
ing the payment of the priorities created by statute indicates not only a 
limitation as to the amount or extent of the priority, but the existence 
of rigid statutory requirements which must be satisfied before the 
priority debts can be admitted as such. 

It is indeed surprising, therefore, to find in S. 84 (1) (j) that creditors 
may, by the passing of a special resolution, and by otherwise complying 
with the formalities of this sub-section, create priorities without any 
limitation as to amount or restriction as to the character of the claim. 
It would therefore be possible for creditors completely to neutralise the 
priority formulae laid down in S. 84 (1) with respect to the claims of 
employees, apprentices, rating authorities and landlords, by passing a 
special resolution under S. 84 (1) (j) giving to any one of such creditors 
a priority which would not be available if the creditor was required to 
bring his claim within the requirements of the appropriate sub-section. 

S. 84 (1) (j) was enacted for the express purpose of enabling trustees 
and creditors who had been parties to Part XII Deeds of Arrangement, 
similar to those which had been held by Lukin J. to be invalid (see 
Burke’s Deed of Arrangement 4 A.B.C. 249, in re Maskell and Richards 
3 A.B.C. 144, in re Alam’s Deed of Arrangement 4 A.B.C. 98, and other 
cases dealing with the same subject-matter), to protect the claims of 
merchants who had given credit under these deeds, and who had relied 
for payment on, provisions in the deed similar to those which Lukin J. 
had held to be contrary to the provisions of S. 199 of the Act. 

It will be noted that the sub-section covers practically any type of 
claim as the special resolution can create a preference, priority or advan- 
tage in favour of any one creditor or group of creditors as regards any 
other creditor or group of creditors and also may cover any costs, 
charges and expenses which have been incurred in the interests of 
creditors prior to the date of the administration under which it is pro- 
posed to create the special priority. 

In practice arrangements can be made under the authority of the 
sub-section to pay out small creditors in an estate by offering them the 
“advantage” of an immediate cash payment if they wish to accept it. 

The procedure to be followed is for the trustee to give notice to all 
creditors and the debtor that a general meeting of creditors is to be held 
and to embody in such notice a copy of the special resolution which it 
is proposed to submit to the meeting for the consideration of creditors. 
At the meeting the special resolution will be dealt with and it is sub- 
mitted must be passed in a substantially unaltered form or if a material 
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alteration is required then it would appear to be necessary to have a 
further meeting so that the notice containing the proposed resolution 
in the altered form can be given to all creditors. 

As a safeguard against a majority of creditors abusing the power 
given to them under this sub-section, it is provided that no payment 
shall be made in respect of any such priority until 28 days after a cer- 
tificate that the notice convening the meeting was duly forwarded to 
the debtor, and to every creditor appearing in the debtor’s statement 
of affairs, had been filed in the Court together with a copy of such 
resolution. During this period of 28 days the debtor or any creditor 
may apply to the Court to reverse or vary the decision of the creditors 
and on such application the Court may make such order as it thinks fit. 

Although S. 8&4 (1) (j) no doubt achieves its immediate purpose it 
is submitted that its retention in the priority section can hardly be 
justified, and that a more appropriate method of dealing with the prob- 
lem of protecting creditors who give assistance to a debtor whose affairs 
are being carried on under either a Part XI or Part XII proceeding is 
to provide in these Parts unmistakable authority for the formulation 
of such arrangements and for the protection of creditors who bona fide 
extend credit during the currency thereof. If this were done, then it is 
suggested that the provisions of S. 88a would provide a sufficient safe- 
guard if the previous administration were terminated and the estate 
wound up in bankruptcy. 


(9) Moneys arising under insurance policies covering a bankrupt’s 
liabilities to third parties 

Prior to 1932, when S. 84 (1A) was enacted, where a bankrupt was 
insured against claims of third parties and at the date of bankruptcy 
a third party had been injured, the proceeds received from the insurance 
company in respect of such liability formed portion of the bankrupt’s 
éstate and had to be distributed as such amongst the creditors generally. 
If the injured party had recovered judgment in respect of the liability 
before the date of the sequestration order he was entitled to prove as 
an unsecured creditor; if he had not, then it appears he had no right of 
proof, as his claim, being a liability for personal injury, arising out of 
tort, was not within the description of a provable debt set out in S. 81 
of the Act. 

To overcome this situation S. 84 (1A) inserted an additional priority 
in the bankruptcy law, and now if a bankrupt has insured against 
liability to third parties, and a claim arises either before or after the 
date of the sequestration order (to cover claims where the damage or 
injury occurred or was sustained before the date of the sequestration 
order, but the amount thereof was not assessed until after), the trustee, 
on receipt of the insurance moneys, must pay them to the injured third 
party. 

Receipts which will fall to be dealt with under this section will include 
claims arising under insurance policies taken out in compliance with 
the provisions of the Workers’ Compensation Statutes. 





Fixing the Remuneration of Auditors 


The Accountant (issues of May 17, May 24 and June 7, 1941) records 
interesting discussions in Great Britain on the question of the fixing of 
auditors’ remuneration. 

Common practice in Great Britain, as in Australia, has hitherto been 
to fix the remuneration of the auditor in advance at the time of his 
appointment at the annual general meeting. In many cases, however, 
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this method amounted to buying a “pig in a poke,” since it is difficult 
to estimate in advance what time and work would be involved in the 
conduct of the audit. 

War-time conditions have accentuated this difficulty, because of the 
extraordinary fluctuations in business activity and the interruptions to 
internal check necessitated by staff shortages, militia camps and so on. 

An escape from the dilemma has often been sought through the 
delegation by the shareholders to the directors of the fixing of the 
auditors’ remuneration. At a meeting of a company in England in 1940, 
the question was raised by a shareholder as to the legality of a resolution 
electing auditors “for the ensuing year, at a fee to be fixed by the 
directors,” in view of the fact that Section 132 of the English Companies 
Act, 1929, provides that “the remuneration of auditors shall be fixed 
by the company in general meeting.” 

Section 131 (6) of the Victorian Companies Act, 1938, is in similar 
terms to Section 132 of the English Act, as is Section 142 (6) of the 
Queensland Act, Section 153 (6) of the South Australian Act, and 
Section 121 (8) of the Tasmanian Act. Section 113 (6) of the New 
South Wales Act, however, provides that the remuneration of the 
auditor “shall be fixed by or under the authority of the company in 
general meeting . . .” 

The legal position is, therefore, evidently the same in Victoria, 
Queensland, Tasmania and South Australia as in England, though it 
would seem that the words “or under the authority of” inserted in the 
New South Wales Act have put the question in that State on an entirely 
different footing. The discussions which have taken place in England, 
therefore, should be of particular interest to auditors, secretaries and 
company directors in Victoria, Queensland, Tasmania and South 
Australia. 

The Council of the Institute of Chartered Accountants in England and 
Wales thought the matter of sufficient importance to obtain the opinion 
of counsel on the question. The opinion, which appears on page 372 of 
The Accountant of May 17, 1941, is as follows: 

“The eminent Counsel who were consulted have endorsed the view 
that the remuneration of auditors as such must be fixed by the company 
in general meeting, and that this function cannot be delegated to a board 
of directors, but have added a rider that this need not be done at the 
meeting at which the auditors are appointed. 

“In view of this opinion, the following alternative methods of dealing 
with the matter of fixing the remuneration of auditors as such are 
suggested for the guidance of members: 

“1. To specify in the resolution appointing the auditors the remunera- 

tion to be paid to them for their year of office. 

“2. To provide in such resolution that the auditors’ remuneration 
for that year is to be fixed at a subsequent general meeting. 

“3. To omit from the resolution appointing the auditors any 
reference to the remuneration to be paid to them, in which event 
such remuneration would automatically fall to be fixed at a subse- 
quent general meeting. 

“4. To specify in the resolution appointing the auditors a remunera- 
tion adequate for the work involved, if the audit develops no 
exceptional features, with a proviso that an additional remunera- 
tion be voted at a subsequent general meeting should the work 
involved or other circumstances justify such addition. 

“In cases 2, 3 and 4, the subsequent general meeting fixing the auditors’ 

remuneration or additional remuneration would ordinarily be the next 
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following annual general meeting, in which case the fixing of the 
remuneration would (under any usual form of articles) come within the 
ordinary business of the meeting. The shareholders at the subsequent 
meeting might fix a remuneration or additional remuneration which the 
auditors consider inadequate, or might conceivably refuse to fix any 
remuneration or additional remuneration at all. The counsel con- 
sulted are, however, of opinion that in the latter event and also in the 
event of the remuneration being illusory or grossly inadequate for the 
work involved, the auditors would be entitled to recover from the 
company reasonable remuneration for that work, to be assessed by the 
Court.” 





Correspondence 


Status oF ACCOUNTANTS 


The Editor, The Australian Accountant 
Dear Sir, 

Once again it appears that our profession has been overlooked, this 
time in the list of those authorised to witness Statutory Declarations 
under the Evidence Act 1941 (Vic.), which has just been made public. 

The professions and occupations of those entitled to do so include 
the country stationmaster, headmaster and law clerk, etc., yet those 
in our profession do not enjoy this privilege “ad lib.” unless specially 
appointed. 

What have those controlling our two Institutes to say regarding this, 
another slight to the standing in the community of qualified accountants ? 

I might add that this is not a case of “sour grapes,” as I am a 
Commissioner for taking Affidavits and Declarations under the Evidence 
Act 1928. . 
Yours faithfully, 

E. G. WHALE, A.1.C.A. 


Geelong, 
26/9/1941. 
BALANCE SHEET Form 
The Editor, The Australian Accountant 
Dear Sir, 


Further to Mr. Sullivan’s excellent article on Balance Sheets and 
the various replies thereto, I would like to mention that on page 332 
of Australian Secretarial Practice (2nd Edition), by Yorston & For- 
tescue, will be found an excellent example of a balance sheet prepared in 
single column form. 

Readers will probably find it easier to consult Australian Secretarial 
Practice than The Accountant mentioned by Mr. F. N. Hiles in your 
August issue. 

Yours faithfully, 


I. PAvt. 
Waverton, 
1/9/1941 
DisposAL oF OLp REcorps 
The Editor, The Australian Accountant 
Dear Sir, 


Seriously over-taxed storage accommodation recently compelled me 
to face up to the problem of the disposal of old data, to which subject 
your correspondent, “Records, 


” 


referred in the September issue. 
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It is remarkable the way we cling to this rubbish. I asked the 
Taxation Department (usually looked on as the stumbling block in 
this regard) what length of time various company records should be 
retained, and was quite surprised at the replies I received. I suggest to 
“Records” that he should check up in his own State, and then endeavour 
to have altered his company’s method of disposal of old records. 

When my staff had finished our job, between two and three tons of 
waste went to the cardboard manufacturers. That was a lot of paper 
and quite a contribution to the national economy. 

All order books, purchase invoices, sales invoices, costing books and 
similar records more than one year old were disposed of. (As a pre- 
cautionary measure, nothing should be destroyed beyond the term 
covered by the last taxation assessment received by the company. ) 

Vouchers, correspondence, cheque copies, receipt copies, journal and 
other subsidiary books, are being held by my company from five to ten 
years, while ledgers, cash summary books, statistical records, taxation 
files, etc., will be retained indefinitely. 

Disposal of records at any time must be governed by the particular 
“set-up” of the company concerned, but every accountant and office 
manager should strive to avoid unnecessary accumulation. By acquaint- 
ing oneself with legal and taxation requirements, it is surprising to 
realise how much can be disposed of legally and without inconvenience. 

In conclusion, the office manager’s recommendation in this matter 
should be accepted by his executives, as, by virtue of his position, he 
is best qualified to assess values of old records. 


Yours faithfully, 
KENNETH C. AULD. 


Brisbane, 
26/9/41. 
War FINANCE 
The Editor, The Australian Accountant 
Dear Sir, 


The obvious retort to Mr. T. W. Kimber’s statement that “the case 
for National Credit has been so befogged and prejudiced by Social and 
Douglas Credit ‘cranks’ that the common man (and many accountants) 
have hesitated through fear of ridicule to extol its obvious merits,” is 
that the orthodox economists and sound money “fanatics” have so 
obscured the real facts of human relationships that the “anomalous 
inequities which have developed under the capitalistic system” were not 
remedied at their inception. 

Social and Douglas Credit enthusiasts may be misguided in their 
theories, but they produce more solid reasoning to bear on the problem 
of abolishing poverty than do their detractors in their attempt to explain 
the reason for the recurrence of years of business stagnation and finan- 
cial depression. Let Mr. Kimber, and others who re-echo his sentiments, 
really study the case for Social Credit and they may find the solution 
they seek in the rational use of National Credit. I say this as an indepen- 
dent seeker after truth and not as a member of any Social Credit 
organisation. 

Yours faithfully, 
R. ADAMSON. 
Melbourne, 
1/10/41. 
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THE AccoUNTANT AND NATIONAL AFFAIRS 


The Editor, The Australian Accountant 
Dear Sir, 

Has the accountant taken an active part in the armament campaign 
and the post-war planning? If so, as a specialist, or administrator? 

The Joint Accountancy Register seems to be the only medium which 
provides the means for a practising accountant to serve in either 
capacity, and it is said only 25 per cent. of members have enrolled and 
these persons have been employed mainly in an honorary capacity on 
minor routine work. 

One institute (not the Commonwealth) informed me that no request 
had been made by governments for recommendation of its members 
to serve on advisory boards, or in other high administrative capacities. 

How, then, have the appointments that have so far been made been 
brought about ? 

The councils of the principal institutes are composed of men with 
reputation and ability that fairly entitles the rank and file of accountancy 
to regard them as capable of rising above partisan consideration. This 
point being conceded, why cannot their recommendation be the medium 
for members to seek opportunity to serve their country, in accordance 
with their capacity, energy and ability? 

Yours faithfully, 
C. C. Peace. 
Melbourne, 
21/8/41. 





Testing Applicants for Employment 
By R. A. Hicxn, A.I.C.A. 


The officer or officers responsible for engaging staff in any given 
company must possess certain distinctive talents. The most important 
for the immediate duty of sifting the promising from the unsuitable 
applicants is the ability quickly to “size up” an individual with whom 
the interviewer is confronted. Without any intimate knowledge of the 
man’s background, character, training, experience, or education it is 
necessary to make a quick estimate of his general ability: to place him 
in either one of the two categories. Some people defy such rapid 
analysis, and with them the process of estimating on the part of the 
interviewer may be a laborious one. It is often wise, however, to 
endeavour to make this quick summing up. The tendency to allow 
impressions thus gained to prejudice the interviewer’s mind during the 
remainder of the talk must strenuously be avoided, but it is interesting 
and often most profitable to make a mental classification of the applicant 
immediately on meeting him and then to check up with this preliminary 
opinion as each fact concerning the relevant aspects of the man’s life 
and work is revealed. 

Needless to say, this ready facility in judging character and ability 
at first sight is only to be gained by painstaking effort. There will be 
many ludicrous misjudgments, at first, and the road to perfection may 
be long and hard, but ultimately the reward will amply compensate for 
the effort that is called for. 


° 
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CLASSIFICATION OF APPLICANTS 


Broadly, applicants for employment may be classified as those whose 
duties will consist of— 


1. Buying. 
2. Producing. 
3. Recording. 
4. Selling. 


With the first, the employment officers will be little concerned, except 
in the case of large retail stores. Usually the buyers for manufacturing 
and small retail establishments are executive officers whose activities 
are outside the scope of the usual employment department. They may 
for the purpose of this discussion be ignored. 

On the production side, the qualifications required may be varied 
considerably, according to the section of the factory or works where the 
individual is required. Strength will probably be at a premium in many 
positions, where intelligent grasp of principles, and adaptability to 
changing conditions, may be of little or no advantage. In another part 
of the production centre speed and manual dexterity will be most 
highly regarded. In brief, a very thorough and detailed job analysis 
will be required before the employment officer can reasonably be 
expected to engage the right type of person. This will be dealt with in 
a later article. For the present it is necessary only to record the obvious 
fact, that the qualifications looked for in factory hands may be many 
and varied, and while striving to build up a balanced staff, it will be 
the interviewer’s primary responsibility to see that the right man is 
engaged for the particular job. 

In the recording field, ie. accounting, costing, statistics, corres- 
pondence, etc., the factor of education is of greater importance than 
in production. Adaptability and initiative are looked for in clerks, for 
in this work as in all others it is desirable to get the right people at 
the outset and retain their services for as long as possible. Further, 
from this class executives are frequently recruited, and the company 
which desires to grow in prestige and reputation must have at its helm 
and at each stage of its command men and women who are suited to 
positions of trust and responsibility. Potential fitness for work of this 
kind should be in the interviewer’s mind when he is choosing employees, 
for clerical duties particularly. Indeed, every department of the com- 
pany’s activities, should be made the training ground for its future 
leaders, and no employee should be entered on the pay-roll who will 
not contribute something to the general progress of the business. 

Selling duties require qualities that differ again from those demanded 
of the factory or office worker. In selling work, personality and 
courtesy are perhaps the most important attributes. Tact in dealing 
with disgruntled people, ability to argue without becoming heated, and 
capacity to handle awkward situations are invaluable shafts in the 
armoury of salesmen and saleswomen. If an applicant is more at his 
ease during the interview than are some others; if he is able, without 
arrogance, to put forward his case convincingly; if he shows evidence 
of having a sense of humour, and an ability patiently to hear another’s 
viewpoint while defending his own, he may be considered a suitable 
applicant for a selling position, regardless of actual experience in this 
work. Some specialised selling jobs require a long period of training 
and a good lengthy experience before a high standard is attained. But, 
given the qualities enumerated above, there should be no doubt as to the 
applicant’s eventual success if he is wisely guided. 
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ANOTHER CLASSIFICATION 


Another way to distinguish applicants is as between the manual and 
mental workers, i.e., those who work primarily with their hands or 
their minds. Obviously different criteria apply to each. For example, 
those who show manual dexterity, physical strength or endurance, etc., 
may and probably will make ideal factory or warehouse hands, but have 
little opportunity of fitting themselves for higher work unless they 
also have a measure of mental elasticity, some educational achievement, 
and perhaps a developed personality. In other words, policy may 
dictate that such persons shall be employed upon the routine work for 
which they are fitted, and in selecting such men for employment, factors 
which would make for advancement would not be considered as relevant ; 
they would be regarded as “hands” only, human automata to carry out 
set duties that are assigned to them. If some individuals here and there 
show that they are entitled to be regarded in a higher light, as time 
goes on, their classification as merely “manual” would have to be 
revised to permit of their advancement as opportunity occurs. In a 
previous article it was suggested that the application form filled in 
in respect of every employee might be so designed as to satisfy also 
the requirements of a progress record of that employee’s work and 
remuneration. This is especially important when men in a “rut” show 
unsuspected ability in a particular way, which will indicate their fitness 
for work of a higher class or possibly for some responsibility in 
administration. If there is such a record available it will enable the 
management to make a decision that will do justice both to the individual 
and the company. 

The tests which are designed to provide evidence of fitness or 
otherwise for positions applied for are of several kinds ; their application 
will depend upon whether the applicants are placed into the one or the 
other of the two-way classification mentioned above. If they are 
purely manual workers, who do not possess ambition other than to do 
their own set job satisfactorily, it will not be necessary to put them 
through any tests other than those for physical fitness and technical 
skill. Where it is indicated, however, that an applicant possesses, or 
may at some future time possess, qualifications which would probably 
fit him for work carrying greater responsibility, or requiring greater 
skill, there are other tests which are designed to ascertain his special 
abilities. 

MANUAL WorKERS 

Labourers and others who require no special skill to carry out their 
work would be given a strength and endurance test, or some conclusive 
evidence would be sought that can be obtained without a formal test, to 
prove whether they are able to stand up to the strain of the work 
required of them. 

If a formal test is deemed necessary it should be upon the work they 
would normally do if engaged. Preferably this test should be carried 
out under the supervision of the foreman in charge of the section where 
the vacancy has occurred, but invariably the personnel officer should 
be there also to see that a fair and proper trial is given the applicant. 

Other manual workers will need tests that are relevant to the special 
work for which they are fitted by experience and training. Their skill 
in a particular task or routine must be ascertained if the position for 
which they have applied demands an application of such skill. Exactly 
what form the test should take will depend very largely upon the nature 
of the operations to be performed. Undoubtedly, however the actual test 











468 THE AUSTRALIAN ACCOUNTANT OCT. 





itself should be preceded by an examination of the applicant to try his 
knowledge of the theory of the work to be done. If, for example, he 
is required to mix certain ingredients together, he ought to know why 
they must be mixed in a certain order, and why the processes that are 
carried out are designed in the manner laid down. If his duties consist 
in the treatment of molten metal he should know how to meet certain 
eventualities, what conditions are required for the correct carrying out 
of the processes, and so on. It may be that he is not familiar with the 
precise duties that will be required of him, but has formerly been 
engaged on work of a somewhat similar nature. In such a case he 
should be questioned to ascertain whether he has an intelligent grasp 
of the work he has been doing, or whether he has carried it out 
mechanically along the lines laid down for his guidance, without finding 
out the reasons for the methods followed. In this way some estimate 
of the applicant’s interest in his work may be made, for where skilled 
labour is required it is essential that every motion or process be 
thoroughly understood by the operative, and the reasons therefor 
appreciated. 
CLERICAL WoRKERS 


Clerical workers include, for convenience, typists and stenographers, 
for whom special qualifications are required, differing from those looked 
for in the case of, for example, an accounts clerk. A dictation and 
typing test will usually be given applicants for stenographic work, 
together with a brief but real examination to ascertain their standard 
of education, as this is most important in the case of stenographers. 
Ability not only to write legible shorthand characters, but to read them 
readily, and to take down correctly unusual and difficult words, are 
essential qualities for work of this kind. No girl should be engaged 
on the typing staff who has not some facility in shorthand, unless there 
is absolutely no scope for a shorthand writer, owing to the special 
nature of the work required. In estimating the ability of girls, based 
entirely on the test given, it must always be borne in mind that the 
majority of people fail to do themselves complete justice owing to 
nervousness at such a time, and this must be allowed for. In many 
cases it is possible, by tactful conversation, to break down this 
nervousness before the stage is reached at which the test is given. 

The selection of accounts clerks requires the greatest care, for the 
accounting department is very often the training school for more 
responsible work, and men and women should be chosen who appear 
on every consideration to show promise of continued development of 
ability and personality. The background of every applicant should be 
enquired into, to ascertain what influences have been brought to bear 
in the development of the character and ability of the individual 
concerned. Past experience must be set down in detail, both as a 
means of deciding whether the applicant is fitted for the work for 
which he is applying, and also as a useful record upon which his later 
record with the company itself will be built up. 

It is of great importance when selecting accounts clerks to ensure 
that those engaged have a sufficiently real interest in their own future 
as members of the profession to have already commenced, or wish to 
commence, a course of training leading up to the taking of their 
qualifying examinations. They should be encouraged to prepare for the 
examinations of the institutes which expect a higher standard of 
achievement, as this not only helps to secure their earnest application 
to the task before them, but surely adds to their self-respect and 
personal satisfaction. 
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What can be regarded as a suitable practical test for an applicant 
for accounting work? It may be possible at times to test by questions 
only, which is never perfectly satisfactory, for many people possess the 
ability glibly to talk about themselves while lacking the interest or the 
power of concentration to do their work properly. 

The best way to answer this question is to ask another: What are 
the usual qualifications looked for in an accounts clerk? The present 
writer would place these qualifications in the following order: 


1. A sufficient grounding in the principles of accounting to indicate 
the method of tackling practical eventualities. This could perhaps 
be verified, in the majority of cases, by questioning the applicant. 

2. The ability to write legibly, and an instinctive adherence to the 
simple rules of figure-work, such as, for example, entering figures 

in a column under the appropriate figures on the line next above. 

t is surprising how few people habitually do this. Obviously 

a practical test, either by dictation or by asking the applicant to 

copy a column of figures, is the only means of ascertaining whether 

care is exercised in the performance of such elementary rules. 

Personally, the present writer prefers the dictation method, as 

this is a better test than copying a column of correctly-placed 

figures. 


These are the elementary requirements, which would need to be 
supplemented, in most cases, by experience of the kind needed for the 
particular work the successful applicant will be called upon to do. 

Applicants for purely clerical work, involving no knowledge of 
accountancy, but requiring care and conscientious effort, together with 
some mathematical ability, will need a practical test, also, along lines 
dictated by the requirements of the particular routine. 

Buyers and salesmen must have one fundamental qualification: Easy 
speech, allied with a keen mind: Both will have to engage in discussion, 
with salesmen and buyers respectively, in which an alert mind and the 
ability easily to give expression to their thoughts will play a decisive 
part. Needless to say, each should have a thorough knowledge of the 
goods which are their particular concern; they should have the mental 
quality which enables them quickly to grasp another’s point and, if 
necessary, counter it with a suggestion or statement of their own. In 
the majority of cases, personal discussion with the applicant will enable 
the employment officer to determine whether he possesses the qualifica- 
tions which should ensure success as a buyer or a salesman, generally 
speaking; while some kind of a questionnaire, designed to test his 
knowledge of the particular industry, if former experience is required, 
would often be found useful. 

As far as indoor salespeople are concerned, somewhat different 
considerations apply. An outdoor man dealing with business people 
has a way of approaching many of his clients which would be entirely 
unsuitable in a retail shop. Personality is needed by the indoor 
salesman or saleswoman, equally as much as by the outdoor represen- 
tative; but whereas the latter deals mainly with business men, the 
former spend their working hours in direct contact with the public, often 
under conditions that normally provoke irritation. If the applicant is 
inclined to argue too freely, he is not suited for indoor selling ; a “breezy” 
applicant for indoor work should be shunned, unless there is a vacancy 
in a sporting department where men foregather; quiet courtesy, plus 
strong character and an equable temperament, is what is required for 
Success in selling direct to the public. Some form of psychological test 














tnd, De eh Cth a eB 

















































470 THE AUSTRALIAN ACCOUNTANT OCT. 


is often the most reliable way of gaining a real insight into the 
personality of an applicant for a selling position. 

In the case of a large concern receiving hundreds of applications 
every year from youths and girls starting out on their careers, a system 
of vocational testing is really indispensable. Any well-established enter- 
prise has a constant stream of such enquirers, and unless a vocational 
test is given these young folk they may start off wrongly, often involving 
an appalling waste when the years of a normal lifetime are reckoned up. 
This is too big a subject to deal with at the present juncture, but the 
discussion of fitness tests would not be complete without some mention 
of the vocational test, which has such wide application in the light of 
modern developments in the science of psychology. 

Having decided upon those applicants whose qualifications fit them 
above their fellows for the vacancies offering, the question of a medical 
examination needs to be considered. The present writer declares unhesi- 
tatingly in favour of medical examinations of all new employees. Such 
a practice, adopted throughout the commercial and industrial world 
as a whole, would provide a tremendous stimulus in the direction of better 
community health. Men and women who customarily neglect them- 
selves when ill would be brought up sharply against the stark fact that 
the war against sickness and disease is one in which all should engage ; 
it is a duty which every individual owes to the community, to see that 
his own health is safeguarded, and that when symptoms of illness 
appear, a medical practitioner is consulted and his advice followed. 
When this obligation to his fellow-men is intimately related to his own 
employment, the worker will take advantage of the facilities offering 
cheaply through friendly societies and ensure that every illness of him- 
self or his family receives prompt medical attention. With such a 
system in operation there would be a marked improvement in the health 
of the community generally, and it would be found that only a few 
unfortunates, whose handicaps would probably debar them from certain 
employment in any case, would find it difficult to secure the kind of 
work sought. Any employer can afford a half-guinea to have an 
applicant, who has passed all other tests, medically examined; it would 
be an investment of great value, the results of which, in greater safety, 
better health and greater physical perfection of his employees, would 
repay the expense many times over. 


, Book Review 


A Text Book of Australian Bankruptcy Law (Third Edition). Dr. A. 
N. Lewis. Pp. 320. Price, 17/6. 


Dr. Lewis, in the third edition of his text book on Australian 
Bankruptcy Law, has taken the opportunity of incorporating in his 
explanation of the subject much useful information made available by 
a consideration of further decisions of the Bankruptcy Courts, and, in 
particular, he has redrafted his treatment of Parts XI and XII of the 
Act to supply a more practical description of operation of these parts. 

Dr. Lewis’ book is commended to the notice of any person who 
requires a thoughtful discussion of the essential principles of bankruptcy 
law in Australia. The text is well arranged, the subject matter is 
explained in a style which is both easy to read and to comprehend and, 
for the purpose of easy reference to the contents, the detailed index 
and table of cases will be found most helpful. 





N. S. Youna. 
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Office Efficiency and War-time Conditions 


By R. G. JACKSON 


(A lecturette to The Australasian Institute of Cost Accountants, 
N.S.W. Division) 


The following remarks are in no wise to be construed as the utterances 
of an expert, nor is any great degree of originality claimed for then— 
they are merely the formulation of some ideas and methods which have 
proved of value in my own experience. 

For the purposes of the lecturette it is assumed that the difficult set 
of circumstances under which the community is functioning to-day, and 
indicated by the phrase “War-Time Conditions,” may be crystallised 
into four major divisions: 

1. Increased amount of work; 

2. Abnormal class of work; 

3. Staff problems; 

4. Limitation of trading operations. 

Without doubt the four factors mentioned impinge upon our daily 
activities at some point or other, and therefore in order to bring the 
compass of this paper within reasonable proportions it is suggested that 
consideration of office efficiency be considered only in relation to the 
aspects set out above. 

It may not be inappropriate at this stage to contemplate for a little 
while the conditions under which our professional brethren in England 
may be working and to reflect that while, despite such continued inter- 
ruptions with which they are faced, there is unity of spirit and deter- 
mination to smile while “going to it,” we can do no less than meet our 
own difficulties and perplexities in the same way. 

To adhere to the fundamentals of my faith as a Cost Accountant, my 
remarks must necessarily be analysed under the elemental headings of : 


Labour 

Material 

Expense, 
and therefore it is reasoned that the office is to be regarded as a pro- 
ductive unit of the organisation. Of course, such an assumption im- 
mediately brands these notes with the insignia of heterodoxy—all those 
“well-lined city men” know that the office is just a necessary evil, some- 
thing which seems to keep the auditors in a job, and always absorbs 
whatever profits the factory may have made. A plea, nevertheless, for 
another viewpoint—why should not the office be looked to for the produc- 
tion of profit? By definite credit campaigns, purchasing efficiency, 
invoicing capacity, and costing acumen, the “pen and paper” depart- 
ment can definitely contribute to the prosperity of any business. 

And so to my first point—let the responsible official set out a pro- 
gramme and a budget for his office. Write down what achievements are 
desired, and what the expense for the attainment of the objectives—lay 
out the organisation accordingly—plan the work in detail—allow for 
flexibility—and then at the end of the period you will be able to set 
before your managing director a statement that will prove to him con- 
clusively the real advantages of an efficient office. 


LABOUR 


The personnel of an office staff is the clue to success in its activities— 
a.good staff will tend to minimise many difficulties but a poor staff will 
ruin the smooth and efficient conduct of any organisation. So look well 
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to the first engagement of your staff. A very acute position is evident 
to-day—a shortage of staff arising from two causes: 

(a) Due to enlistments. 

(b) Increase of work within the organisation. 

INCREASE DUE TO ENLISTMENTS 

The distinction between these two factors should be noted. In the 
first case, there is a definite vacancy which must either be filled or the 
duties divided between other members of the staff and usually the 
problem must be solved quickly. If a long-range plan of staff-training 
has been in existence, the stepping up of subordinates will probably be 
your solution. Alternatively, other executives more or less familiar 
with that particular section of the organisation will have to take up an 
additional burden. 

INCREASE IN Work DUE To DEVELOPMENT 

The second case, that of staff shortage due to increased work, requires 
rather more thought and is fraught with more complications. The second 
condition, of course, may arise out of the first, but more frequently the 
shortage is due to increased activity in certain sections as a result of 
the incidence of national work, or abnormal conditions consequent upon 
overseas import restrictions and the questions then arise—for how long 
will the increase last? to what extent will the increase develop? what is 
the multiplying factor of specified increase at any particular point? 

In the latter connection it is well to visualise the ultimate effect of any 
definite variation of volume to one person, e.g., the sales of a particular 
company may change in volume from a comparatively few transactions 
at large values representing, for instance, indent sales, to numerous 
transactions giving the same total value but representing several items 
manufactured within the organisation. A comparison of sales totals 
may not reveal any variation, and a check of invoice numbers may 
indicate, say, an increase of 10%, but that increase of 10% in invoices 
may mean to the Cost Clerk, for example, an increase of 20% in time 
sheets, 20% in material requisitions, 30% in purchase records, together 
with the need for increased vigilance in the policing of workshop errors 
by operatives unused to clerical work, so that the Cost Clerk may finally 
meet with an increase of 60%-80% in actual effort. The cumulative 
effect of any increase should always be borne in mind, particularly in 
the smaller office, where one member of the staff performs several tasks. 

With the consideration of such problems, two further factors intrude, 
namely—to what extent is overtime justified, and at what point can 
operations be subdivided. A note of warning is here introduced—every 
care should be taken to avoid overtime except as a last resource. Whether 
additional pay is given or not, actual direct cost of overtime is by no 
means the only factor. Inevitably, continual extra hours lower the morale 
of the staff generally till eventually that point is reached when any task 
not; required to be done immediately is shelved “till night-time” or “till 
the week-end.” The operating efficiency drops possibly by as much as 
40%. Rather let the Office Manager, or whoever is responsible, take 
steps to devolve routine tasks upon his subordinates that every possible 
minute can be given to the co-ordination of effort and control of work 
volume at key points in the office, so maintaining a constant supervision 
over the smooth flow of work, not only immediately under execution, 
but also coming forward from other departments. 


INTERRUPTED EFFORT 


The enforced absence from duty of large numbers of young men, called 
up for military training, presents a further set of problems for the Office 
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Manager. In addition to the need for training other employees to replace 
the absentees there are the unavoidable difficulties connected with the 
lack of continuity of thought and execution in relation to individual 
areas of responsibility. While purely routine operations should be laid 
out in such a manner that another member of the staff can readily 
continue the performance of the particular task, age-groups now involved 
in military training schedules include a number of persons to whom 
has been delegated a certain amount of responsibility for the initiation 
and administration of more or less junior executive planning and control, 
and of necessity personality and individuality play a large part in the 
successful determination of such plans. 

It is suggested that to minimise troubles due to the above causes, 
emphasis be laid on the value of written matter to elaborate work of 
this nature. The Office Manual needs no apologia for its presence in 
any well-conducted organisation, but a further step can be taken: the 
senior and semi-senior members of the staff should be provided with a 
well-bound loose-leaf notebook and constantly encouraged to make 
full notes of anything with which they may be dealing, or which may 
require attention in the future. Suggestions can be noted and criticism 
entered, so that the Office Manager, when introducing another employee 
to temporary occupancy of a position, can visualise to a certain extent 
the outlook of the absentee, and at the same time glean a valuable insight 
into the value of possible alterations. 

With all cases of temporary work, the person who is required to 
discharge these duties should always be given to understand the exact 
nature of his position—no illegitimate hopes should be engendered, but 
nevertheless every encouragement should be given to exert the maximum 
effort in the careful and speedy performance of the allotted tasks. 

The scope of this lecturette does not allow of discussion of the wider 
economic problems incident upon the growing shortage of junior labour, 
but your thoughtful attention is directed to the increasing use of female 
staff, even for duties usually associated with those of the male sex, for 
example—paymasters, customs clerks, collectors, etc., but one question 
arises which directly or indirectly has a very important bearing on the 
efficiency of the office as a unit. Organisation is not always synonymous 
with team-work, and this latter—the esprit de corps of a unit—is vital 
to successful results. Now it would appear that the inculcation of a 
spirit of unity and co-operation is generally much more difficult with 
female members of a staff than with male members, and the officer in 
charge who is prepared to introduce female labour into his staff, as 
suggested above, should study very carefully the psychological factors 
involved. 

MATERIAL 


Success with regard to material control in relation to office manage- 
ment is bound up with long-range planning associated with constant 
supervision and analysis. 

Increasing purchasing difficulties tend to lead us into the by-path of 
snap decisions and bargain buying—a speculative field which the good 
Office Manager would do well to avoid. Maintain a simple but com- 
plete record of forms, etc., in use, and before further purchases are 
made take careful note of usual buying quantities, average length of 
life, etc., while at the same time thoroughly investigate the possibilities 
of increasing the uses of your present item, whether it be form, book, 
or simple universal office requisite such as fasteners. 

In most large Companies there is, of course, a complete inventory of 
all office equipment and the conditions of service applicable to each 
item, but the smaller business, too, will find such records invaluable, 
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and if the responsible person will so far divorce himself from immediate 
activities, he will find it extremely profitable to pay occasional visits to 
the numerous office equipment distributors who are only too happy to 
demonstrate their latest super-charged calculator but, also generally 
speaking, seem very willing to suggest new and improved applications 
for the equipment already in operation. 


EXPENSE 


The element of expense, its constitution and application to the office, 
would provide material for discussion to cover a period much longer 
than is at my disposal now, but certain factors may be brought to your 
notice. Two main distinctions may be made as regards office expense, 
and for the sake of simplicity can be designated :— 

1. Normal Expense. 

2. War Time Expense. 
Under the first heading will be tabulated all the ordinary charges applic- 
able to the office, e.g., light and power, telephone, tea money, etc., but 
based on normal activities during pre-war periods. 

The second division will contain the balance of the headings men- 
tioned in Section 1, together with any further items not previously 
incurred, e.g., cost of stationery for special activities, hire of additional 
equipment and salary subsidies of enlistees. 

A very careful discrimination in the association of expense items 
should be made, as otherwise the cost of war efforts will not easily 
be ascertained, and the effect on expense ratios of voluntary work, com- 
pulsory training, etc., may be overlooked, while calculation of overhead 
schedules for Defence Contracts, etc., will not reflect the effect of 
these special costs. 

GENERAL OBSERVATIONS 

A factor having a very marked bearing on office efficiency will be 
the extent to which voluntary war work is allowed and how it is con- 
trolled. Naturally, each member of the staff is anxious to give of his 
utmost in promoting a successful war effort and certainly no company 
will wish to dictate to its employees just how those desires should be 
consummated but, wherever possible, prominence should be given to 
the company’s own place in the National programme and a call be made 
for full allegiance and support. At the same time, the wise official will 
see that wherever possible, full scope is given to the staff for participa- 
tion in work directly impinging upon the country’s needs. For ex- 
ample, by drawing up rosters whereby members of the staff can be 
freed to assist at military centres or in other ways and give practical 
effect to the general enthusiasm for “doing a bit to help” our Empire. 


CoNCLUSION 


In recapitulation consider the following points and their effect upon 
the efficiency of the office with which you may be connected :— 


Realise the potentialities of the Office. 
Have an objective for the Office. 
Personnel—well chosen; well managed; good provision for 
understudies. 

Constant analysis of work volume and its distribution. 

Written instructions—full notes of operations in progress. 
Continual review of matter in use. 

Open mind for improvements—don’t be afraid to consult a 
staff member actually doing a particular job. 

Imaginative organisation and co-operation and National effort. 


1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
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A Cost Concept of Managerial Control 
By Lestie W. IRWIN, A.F.1.A., A.A.1.S., A.C.A.A, 


The growth of Budgeting and Budgetary Control has introduced 
many newer aspects of Business Management, but each development 
has been isolated within its own particular sphere of activity, e.g., Bud- 
geting has been the function of the Managerial personnel, whilst the 
cost accountant has hitherto been confined to the collection of data relating 
to Material, Labour and Expense, and concerned with the cost of the 
production of products. 

Production efficiency is the care of this branch of accountancy, but 
recently more attention is being given to other aspects of efficiency 
within an organisation, with the consequent growth of and attention by 
the cost accountant to newer fields, such as Selling and Distribution 
Costing and Costing as an aid to Managerial control. 

This latter function is economic in its nature, but its relationship 
towards the ultimate productive efficiency is important inasmuch as 
Sales and Production are co-related. 

In maintaining efficiency between these factors, the skill of the cost 
accountant may play a big part. It is with the effect of volume upon 
profits and the measurement of this element, that this article deals. 

The tools of measurement are those used in Costing, but it is the 
application of the principles that differs. 


THE Factor OF MARGINAL INCOME 


In every unit of sales, we have three elements: 
(1) Fixed Costs, 
(2) Variable Costs, and 
(3) Profits; , 
and it is the effect of an interplay of these items in varying proportions 
that spells success or failure of an enterprise. 

Thus in planning future activities and policies, it is desirable that the 
varying effects be measured in some manner. The mode of control 
used may be through the medium of the Marginal Income of an organiza- 
tion. 

The Marginal Income is the difference between the Total Income and 
the sum of the Variable Expenses incurred, or it may be expressed as 
a | the amount available for the payment of Fixed Expenses and 

rofits. 

A ratio may be ascertained, in order to express the factor clearer, by 
setting up tables as follows: 

















TABLE I TABLE II 

Fixed Variable Fixed Variable 
Gross Sales .. .. .. — 100% Gross Sales .. .. .. — 100% 
Materials .. .. .. — 35% Materials .. .. .. — 45% 
OS a... 15% I ai. sia: hm oteiei ia 20% 
Expense .. .. .. £20,000 10% Expense .. .. .. £20,000 15% 

Administrative Ex- Administrative Ex- 

penses .. .. .. 15000 — penses .. .. .. 15000 — 

Selling Expenses . 5,000 5% Selling Expenses . 5,000 5% 
£40,000 65% £40,000 85% 








Marginal Income Ratio... .. 35% Marginal Income Ratio .. .. 15% 
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It will be realised that in the above tables the amount of Variable 
Expenses has been stated as a percentage of Gross Sales, whilst Fixed 
Expenses are expressed in terms of pounds; also that the headings of 
these items would be prepared under their respective divisions. 

These tables are later used in the graph showing the effect of volume 
upon profits, and also illustrate the two extreme forms which may 
occur in any particular industry. 

Table I is an illustration of a High Marginal Income, where the ratio 
is approximately 30% or over, whilst Table II is of a Low Ratio, which 
is usually from 10% to 15%. 

The most satisfactory ratio for most industries and businesses of 
average size is between 15% to 30%. 

Referring to the data contained in the tables, it is necessary, before 
plotting a graph, to ascertain the break-even point, which is the sales 
figure at which the business shows neither a profit nor a loss. 

This is ascertained by multiplying the amount of the Fixed Expenses 
by 100 and dividing by the Marginal Income. In Table I £40,000 is 
multiplied by 100, and divided by 35, giving a break-even point of 
£114,000 (approx.). In Table II the figure is £266,000 (approx.). 

The graph shown illustrates the effect of both the High and Low 
Marginal Income, and the effect of volume upon profits. 

Where the Marginal Income is high, it requires a small increase in 
volume to produce considerable profits; for instance, an increase of 
volume from £114,000 to £178,000 will be seen in the graph to increase 
profits from nil to £22,000, whilst where a Low Marginal Income exists, 
it requires large increases in volume to produce considerable profits. 
Thus it will be seen on the graph that the same increase in volume will 
produce only an amount of profit from nil to £10,000. 
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The following aspects emerge from a study of changes in Costs: 


1. Changes in the Fixed Expense alter the break-even point but 
not the Marginal Income Ratio, or the rate of net profits. 

2. Changes in Variable Expense Ratios alter the break-even point, 
the Marginal Income Ratio, and the rate of net profits. 

3. Alteration of both the Fixed and Variable Expenses alters to a 
still greater degree the Marginal Income Ratio, the break-even 
point, and the rate of net profit. 

4. The alteration of Selling Price has the same effect as an alteration 
in the Variable Expenses. 

5. The Marginal Income Ratio is affected by changes in the Selling 
Price and Variable Costs only. 


Other combinations of changes that may occur or the adoption of 
altered policies may be worked out by plotting the data upon the graphs, 
after it has been ascertained. 


FLEXIBLE BUDGETS 


It may be seen that this technique of measuring the Marginal Income 
is invaluable in the compilation of Flexible Budgets. 

It ensures that complete control is obtained over the setting up of the 
Budget standards. As these standards are the worry of the cost accoun- 
tant, it will be realised that a knowledge of the technique would be 
invaluable. 

To summarise the advantages to be gained from a study of this aspect 
of Managerial Control, the plotting and co-relation of data may be used 
for the following purposes : 


(1) To compare any turnover and its effect on Sales, Costs and 
Profits ; 

(2) To determine the volume necessary to break even; 

(3) To arrive at the additional increase in Sales necessary to justify 
additional Capital Expenditure ; 

(4) To forecast the different levels of Selling prices; 

(5) To estimate the effect of increased Costs of Labour, Materials 
and other factors, upon profits ; 

(6) To determine the Unit costs at varying levels of production. 


CONCLUSION 


The growth of this aspect of Managerial Control will in the near 
future play an exceedingly important part in the life of the cost accoun- 
tant, and it is only by the applicability of collected data to the intangible 
problems of Management that he will assume his proper function as an 
indispensable aid in the determination of the future policies of a company. 

In this sphere, this knowledge, together with the full utilisation of the 
knowledge of Production Costs and Plant Capacity, will ensure greater 
efficiency from “the top down.” 














478 THE AUSTRALIAN ACCOUNTANT OCT. 


Unit System of Costing for Public Accountants’ Offices 
By G. J. J. Fem, F.1.A.N.Z., F.P.A. (N.Z.), F.C.A.A. 





From time to time public accountants have been urged to keep a 
record of the costs of the various work they undertake. In many offices 
this is done and quite a large portion of a clerk’s time is used in keeping 
the necessary records, but in many other offices no attempt whatever 
to determine the cost of the various jobs undertaken is made. Prac- 
titioners would be surprised were the results available to them to find 
that certain of their jobs cost more than they are paid for them, while 
in other cases the charge made to the client is somewhat out of 
proportion to the value of the time taken. 

With a view to simplifying the matter the writer has devised, for 
his own office, a system of Unit Costs, which will operate with a 
minimum of clerical labour, will give results which are quite accurate, 
and will meet the varying demands made upon the system as they occur 
in a variety of offices. The idea of the “Unit” is to determine a figure 
which will represent the value in wages paid, plus its proportion of 
overhead, irrespective of whether we are dealing with the time of a 
junior clerk receiving £1 per week or of a senior receiving £6. The 
unit may in fact be called “the highest common factor” of the value 
of the time of all the employees and of the principals themselves. 

To put this system into operation the first thing that is necessary is 
to determine the approximate value of the unit. This approximate 
value is needed in order to determine how much time of each employee 
is to be represented by the unit in each case. A convenient general 
value for the unit would be 6d., and it is on this basis that the figures 
given in the example have been worked. The principles of the system 
will be best understood by a concrete example. This example is based 
on conditions in an office employing eight assistants at salaries varying 
from £1/7/6 to £5, and provision is also made for costing of the time 
spent by the two partners. 

The first thing to be done is to prepare a budget of the expenses that 
are likely to be incurred during the year, being careful not to include 
travelling expenses or any other expenses which will be refunded by 
clients. The basis for this budget will be, of course, the annual accounts 
for the preceding year with such adjustments as are considered necessary. 
For the example given it has been assumed that all the expenses will 
amount to £500. In addition to these expenses, provision must be 
made for holiday pay, and, if it should be granted, a bonus at Christmas 
time. With conditions as they are in New Zealand, it is necessary to 
provide for four weeks’ holiday pay, while it has been assumed that 
an additional week’s pay will be given as a Christmas bonus. The 
estimate of wages likely to be paid is taken at £23/10/- per week, so 
that the amount to be provided for is £117/10/-. Adding this to the 
amount of expenses gives a total of £617/10/-, or approximately 
£12/15/- per week, assuming that 48 weeks will be worked during 
the year. We can see now that the work which has been done in 
any one week will have cost the amount of the wages paid in respect 
of that week, plus £12/15/-. This amount of £12/15/-, however, does 
not cover the whole of the overhead expenses, because, of the total 
time paid for, only a portion is chargeable to clients, and the cost of 
the non-chargeable time has to be added to the other expenses in order 
to arrive at the total overhead. 
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Let us now prepare a list of the employees and their rates of pay, 
at the same time determining how many hours per week will be 
chargeable and how many non-chargeable in each case. 

Such a table is shown below: 




















1 2 3 4 5 6 7 
Rate Value of Rate per 
Weekly per Name | Chargeable Non- Non- Hour plus 
Rate Hour Hours chargeable | chargeable | Overhead 
£s.d & sé. 
5 0 0 2/8 A 30 7t 1 0 0 3/94 
25 0 1/23 B 33 44 5 5 2/4 
20 0 1/1 Cc 33 43 4 10 2/23 
17 6 9d. D 20 174 13 1 1/103 
40 0 2/14 E 30 7 16 0 3/3 
215 0 1/5} F 354 2 3 0 2/7 
3 5 0 1/9 G 33 4} 7 10 2/104 
212 6 1/5 H 274 10 14 0 2/64 
58 £4 4 2 
Partner 7/6 x 22 8/74 
Partner 5/4 Y 30 6/53 
294 




















The first column shows the weekly rate of pay, the second the rate 
per hour, the third the name of the employee (indicated in this case 
by the letters of the alphabet), the fourth column gives the number of 
chargeable hours estimated per week and the fifth the non-chargeable 
hours, it being understood that the office operates on a 374-hour week. 
The sixth column gives the value of the non-chargeable time on a basis 
of the estimate, and the seventh column a rate per hour for each employee 
plus his proportion of overhead. The total of the column value of non- 
chargeable time is shown at £4/4/2, and this, together with the previous 
total of £12/15/-, gives the estimated overhead expenses per week for 
running the office. 

Now, the total chargeable hours is estimated to be 294, including the 
chargeable hours of the partners’ time, and if this total of £16/19/2 is 
divided by 294, we have a result of 1/14 (approximately) per hour of 
chargeable time. By adding 1/14 to the hourly rate in each case, we 
get the figures shown in the seventh column of the table and these may 
be taken to be the real cost per hour to the firm of each employee. It 
should be noted at this point that if it is desired to apportion the over- 
head on the wages paid by means of a percentage, this may be done, and 
the number of units adjusted accordingly, but, in the writer’s opinion, 
a more accurate apportionment is obtained by working on the number 
of productive hours. 

It may be objected that the whole of the results so far are dependent 
on estimates and that these estimates may not be borne out in fact. 
This is quite true, but the estimates are used merely to determine the 
approximate number of units for every hour of time for each of the 
employees, and the actual value of the unit each week will be accurately 
determined from the amount spent, and the number of units of time 
worked. This will be made clear in a moment or two. 

The next table gives the actual working out of the number of units 
per employee per hour: 
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1 2 3 4 5 
Rate plus Rate in No. of Units 
Overhead Pence per Hour Value 
d. 
A 3/9} 454 9 5-06 
B 2/4 28 5 5-60 
C 2/24 263 5 5-30 
D 1/10} 224 4 5-62 
E 3/3 39 7 5-57 
F 2/7 31 6 5-17 
G 2/103 34} 6 5-75 
H 2/64 303 5 6-08 
x 8/74 1034 18 5-75 
Y 6/54 77} 14 5-53 

















The meaning of the various columns may be explained thus: The 
first gives the name of the employee, the second the rate per hour plus 
overhead (as taken from the previous table), the third the rate reduced 
to pence, the fourth the number of units per hour, and the fifth the 
estimated value of the unit in each case. Columns 1, 2 and 3 present 
no difficulty, but when we come to put the figures into column 4, we 
are forced to use a certain amount of judgment. It will be remembered 
that the approximate value of the unit is to be 6d. or rather less, and 
the object is to determine such a number of units in each case, as will, 
when divided into the rate per hour in pence, give a figure close to 6d. 
The fifth column is inserted merely for the purpose of verification. 

Now, as a result of our investigations, in the case of employee “A,” 
who receives £5 per week, we can say that his time is of a value of 9 
units per hour, while the value of “B’s” time is only 5 units per hour, 
the units being approximately equal in value in each case. We have gone 
to all this trouble merely for the purpose of determining the number of 
units per hour per employee and will have no further need for any 
elaborate calculation. The employee’s unit number can remain constant 
until his rate of pay changes and the number can be altered by inspection. 

To find the approximate cost of a job, all we need to know is the 
number of units expended on it, taking each unit to be of the value of 
6d. This value is probably too high, but the actual value of the unit 
in each case can be found week by week by the following method: 

Let us assume that for the week ending June 5, the number of units 
charged was 2,254. Let us assume, also, that the wages paid in that 
week amounted to £23/5/-. The overhead (with the exception of the 
non-chargeable time) amounted to £12/15/-, and during that week 
Partner “X” charged up 22 hours of time (or 396 units) and Partner 
“Y” 30 hours of time (or 420 units), so that the value of the time of 
Partner “X,” calculated at 7/6 per hour, was £8/5/-, and of Partner 
“Y,” at 5/4 per hour, £8. The sum of these amounts is £52/5/-, as 
shown below: 
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If we divide this amount of £52/5/- by 2254 we find that the value 
of the unit in this week was 5:54 (pence). A job completed during 
that week, therefore, should be costed on this basis. 

Assume that various of the employees were engaged on this job, and 
the number of units of time which were expended in the total was 130: 
then the actual cost of that job was 130 at 5.54d. = £3; that is, the job 
cost to complete exactly £3. 

In the office it may be found that one of the employees is called 
upon to use a book-keeping machine and it is only right that the client 
should have to pay a higher rate for the use of this machine than if no 
machine were used. This is easily provided for by adding an additional 
unit per hour to the particular employee’s rate. Assume that employee 
F. is using a machine, then her rate should rise from 6 units to 7 units 
per hour, thus providing an amount of between 5d. and 6d. per hour 
for the use of the machine. The final adjustment will work out without 
any further provision, and the client concerned will be charged with 
the appropriate amount. 

The method of keeping the costs is very simple. Each clerk and 
partner will keep a diary of his time, as usual, the time being recorded 
in units either instead of, or in addition to, hours. Once a week the 
units from all diaries are summarised, and from the summary one 
posting per week is made to each client in the cost ledger, which may be 
in card or loose-leaf form. 

By way of control, one of the partners should keep a record of the 
total cost per week, the total number of units charged, the value of the 
unit, week by week, and the running average cost per unit. 

Before closing, some comment should be made in regard to the 
percentage of profit which should be added to the cost in order to arrive 
at the fee to be charged to the client. It is suggested that for first class 
work, such as audits and investigations, profit at the rate of at least 
100% should be added to the cost. Second class work should, in the 
writer’s opinion, carry from 75% to 100%, and third class, or general 
book-keeping work, at least 50%. Where it is found that the fee 
charged is not returning at least 50% an effort should be made to 
increase the fee or to improve the system of doing the job, with a view 
to reducing costs. 

Throughout the whole of this article the author has tackled his subject 
from the point of view of pure cost, and has entirely disregarded the 
usual method of determining the fee to be charged directly by the time 
employed. The cost method must be admitted to be a more accurate 
basis than any artificial method of basing a charge, and it is time that 
public accountants looked to it that all their jobs should yield them an 
adequate return. 
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Taxation Section 
Edited by J. A. L. Gunn, F.1.c.a. 


THE UNCOMMERCIAL TRAVELLER—REVISED EDITION 


The taxation section of the present issue of the journal was reserved 
for a discussion of the Commonwealth Budget in so far as it related to 
income tax. The then Commonwealth Treasurer introduced his Budget, 
but the Government was defeated. 

During the week ended October 5, I made a delightful visit 
to Victoria, during which journeys were made to Geelong and Ballarat. 
where I addressed members of the Commonwealth Institute of 
Accountants. The addresses took the form of answers to questions, 
which were numerous and, in some cases, difficult to answer. It was a 
delight to meet the members again, after an interval of over four years, 
and the kindness extended to my family and me was deeply appreciated. 
I hope eventually to recover from this kindness. 

Many of the questions were of general interest, and the General 
President has kindly consented to publish some of these questions and 
answers in the journal. For the reason stated above, they are published 
in the present issue. 


Resident of Victoria deriving income from Queensland 
Question 
What is the liability of a taxpayer who is a resident of Victoria. for 
Victorian State income tax, where he derives rental income from property 
situate in Queensland, and is entitled to deductions for expenditure 
incurred in the production of that income. 


Answer 

Section 16 of the Victorian Income Tax (Assessment) Act provides 
that the assessable income of a taxpayer shall include, where the taxpayer 
is a resident, the gross income derived directly or indirectly from all 
sources, whether in or out of Victoria, which is not exempt income. 

Section 14 (t) of the same Act exempts income derived by a resident 
out of Victoria, but in Australia, where income tax is not expressly 
made payable by the Victorian Act in respect of that income. 

The Victorian Act contains no provision for taxing rent derived in 
another State. Therefore, the taxpayer is not liable to Victorian 
ordinary State income tax in respect of the rent derived by him from 
property situated in Queensland. 

He is, however, liable to Victorian unemployment relief tax and special 
tax on the net income so derived. He is also liable to Queensland income 
tax and Queensland income (State Development) tax thereon. 

The taxpayer will, however, receive a rebate in his Victorian unem- 
ployment relief tax assessment of the Victorian unemployment relief 
tax payable by him in respect of his Queensland income, or the 
Queensland income (State Development) tax paid in respect of such 
income, whichever amount is the less—Act 4442, S. 7 (c) (v). 


Valuation of Trading Stock on hand at end of Income Year 
Question 1 
What are the accepted bases of stock valuation? 
Question 2 
If a company does not keep full stock records and cannot specifically 
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identify its stock on hand at June 30 as having been bought at such and 
such a price, can it adopt an “average cost” basis, or market selling 
price less usual gross profit margin, or the last-in-first-out method, at 
its option? 
Question 3 

Can stock be valued as to some item at cost and other items at market 
replacement value? 


Answer 1 
The value of each article of trading stock (not being live stock) to be 
taken into account at the end of the year of income shall be, at the option 
of the taxpayer, 
(a) its cost price; or 
(b) its market selling value; or 
(c) the price at which it can be replaced. 
Com. Act, S. 31; Vic. Act, S. 22. 


Answer 2 

There is no provision for an “average cost basis.” The Act specifies 
that the valuation shall be made with reference to each article of trading 
stock other than live stock. For a given line of goods bought at 
varying prices the taxpayer could legally value at the last price if such 
price represented the price at which the line could be replaced (see 
method (c) above). 

Where a taxpayer desires to value a commodity at cost price and is 
not in possession of complete stock records, it would appear that the 
only practical and legal course left open to him is to work backwards. 
That is to say, he should treat all stock on hand of that commodity as 
representing his last purchase to the extent of that purchase. Any 
unabsorbed stock should be treated as having been acquired at the 
penultimate purchase to the extent of that purchase. If there still 
remains stock to be costed the taxpayer must go back to the ante- 
penultimate purchase and so on. 

There is also no provision for deducting from market selling value 
the “usual gross profit margin.” Also, the Act regrettably contains no 
provision for valuation on the “last-in-first-out” or “base stock” method. 


Question 3 
Yes. See Answer 1 above. 





Dividends paid out of ex-Australian Income 

Question 

Dividends from a foreign company carrying on business entirely 
ex-Australia are non-taxable for Federal income tax in the hands of 
recipient Australian company which receives such dividends. If it 
pays a dividend to its shareholders wholly and exclusively out of such 
exempt dividends, will its shareholders be exempt thereon from Federal 
income tax? 


Answer 

Yes. Section 44 (2) (b) (i) provides that the assessable income of 
a shareholder shall not include dividends paid wholly and exclusively 
out of, inter alia, “income derived from sources outside Australia, not 
being income which under this or the previous Act is or has been 
assessable income of the company.” 
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Undistributed Profits of Private Company 
Question 


In a notice appearing in a recent issue of the Melbourne Herald, the 
Taxpayers’ Association recommended that undistributed profits of a 
private company, which are subject to a special rate of tax, be transferred 
to a special Taxed Profits Reserve Account, so that when dividends 
are declared wholly and exclusively out of that profit such dividends 
would be non-taxable in the hands of shareholders: 


(a) Is this correct? 

(b) How would you make the necessary entries in the company’s 
books ? 

(c) Could such taxed profits reserve be used in subsequent years for 
purposes other than the payment therefrom of dividends? 


Answer 

(a) Yes (see S. 107), except that, in the case of primary producers, 
the rate of tax of the next four years is increased by the inclusion of 
the dividend. 

(b) If the amount of the undistributed income is in Profit and Loss 
Appropriation Account, that account should be debited with the amount 
and Special Reserve Account credited, the journal narration to be along 
the following lines:—“Being that part of the profit of year ended 
June 30, 1940, in respect of which the company has paid (or is liable to 
pay) tax under Division 7 of Part III of the Commonwealth Income 
Tax Assessment Act, 1936-1940.” Sometimes, part of the undistributed 
income has been transferred from Profit and Loss Appropriation 
Account to some other account, such as Reserve for Doubtful Debts, 
or General Reserve. If so, it is desirable to re-transfer the sums to the 
Special Reserve Account, i.e. if these sums are still intact, e.g.: 


Profit and Loss Appropriation Account Dr. £10,560 


General Reserve Dr. 18,000 
Reserve for Doubtful Debts Dr. 1,000 
To Special Reserve Account £29,560 


Being that part of the profit of year ended June 30, 1940, in 
respect of which the company has paid tax under Division 7 of 
Part III of the Commonwealth Income Tax Assessment Act, 
1936-1940. 

It is, I consider, desirable to create a separate Special Reserve 
Account for each year, so that no doubt will ever arise that the specially 
taxed profits are still in existence ready for tax-free distribution. 

(c) Yes. For example, they could be used to write down the value 
of a capital asset, but, if this is done, the profits are no longer available 
for virtual tax-free distribution under S. 107. 


Depreciation of Earth Tanks 
Question 


In a recent case before the Board of Review, it was decided that 
earth tanks came within the usual concept of “dams” and as such are 
subject to depreciation allowance. The Commissioner refuses to make 
an estimate of the effective life of earth tanks under S. 55, and, with no 
rate of depreciation fixed, no claim can be made. What are the rights 
of the taxpayer who wishes to claim depreciation on earth tanks? Also, 
can he claim loss on disposal ? 
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Answer 


The taxpayer should object to the assessment on the ground that no 
~— has been granted in respect of depreciation of the “dams,” 

If the Commissioner disallows the objection, the taxpayer should 
refer the decision to the Board of Review for review, S. 187. The 
Board, for the purpose of reviewing the Commissioner’s decision, has 
all the powers and functions of the Commissioner in making assessments, 
determinations .... 

It is, therefore, for the Board to make the necessary estimate of the 
effective life of the “dam,” and to fix the annual depreciation per centum 
accordingly, S. 55. The Board will then make an assessment which 
will reflect its allowance in respect of the depreciation of the “dams.” 

The taxpayer is entitled to a deduction of any loss on disposal, or 
where the tank site is abandoned, S. 59. 


Income from Sub-letting Rooms 
Question 
A woman rents houses and sub-lets rooms either for the night or 
for longer periods. She performs certain services, such as cleaning, etc. 
Is the income Personal Exertion or Property? 


Answer 

This matter was discussed ad nauseum in the August, 1940, issue of 
the Journal, and for the reasons stated at p. 23 I am of opinion that 
the above-mentioned income is income from property. 


Loss on Compulsory Sale of Securities in U.S.A. 

Question 

An individual, not a sharetrader, owns certain investments in 
America, part purchased out of his own funds three years ago, and 
part inherited from his mother on her death two years ago. By 
Government regulation, and against his own desires, the individual is 
required to sell the shares and hand the proceeds in dollars to the 
Commonwealth Government, receiving payment in Australian currency 
in Australia. A loss of £100 is made on the transaction. Can this loss 
be claimed ? 
Answer 


I am of opinion that this is a loss of a capital nature, and is not 
deductible. Correspondingly, a gain would not have been assessable. 


Tax on Undistributed Income of Non-private Company 

Question 

A resident public company balances its books at June 30, showing a 
profit of £10,000. On October 30 it declares a dividend of £10,000, 
payable in two instalments, £5,000 on November 30 and £5,000 on 
April 30. Is the company liable to undistributed profits tax? 
Answer 

In ascertaining the undistributed income of a resident non-private 
company, a deduction is allowed from the taxable income of, inter alia, 
“the amount of dividends paid out of the taxable income of the year of 
oo before the expiration of six months after the close of that year, 

- 160C. 
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“ Pond in relation to dividends, includes credited or distributed, 

Upon the declaration of a dividend, the sums due for dividend become 
debts due from the company to the shareholders (Bond v. Barron 
Haematite Steel Co. [1902] 1 Ch. 353; Re Accrington Corporation 
Steam Tramways Co. [1909] 2 Ch. 40), and the shareholders can sue 
the company for the dividend. 

In the present case, however, although a dividend of £10,000 was 
declared before the expiration of six months after the close of the year 
of income, £5,000 of that sum was not payable until after the expiration 
of such six-monthly period. I am of opinion that no debt arose until 
April 30, and that the dividend was not “paid” until that date. If I 
am right, the company is liable to tax on an undistributed income of 


£5,000. 


Sale of Goodwill of Medical Practice 
Question 
Is an amount received by a Victorian medical practitioner for goodwill 
on sale of his practice assessable income? If so, must it be included 
as income in the year received, or may it be apportioned over a period? 
Goodwill in such cases is usually based on takings for a given period. 


Answer 

Subject to the following extract from p. 560 of The Income Tax 
Laws of Australia, I am of opinion that the amount received by a 
Victorian medical practitioner for goodwill on the sale of his practice 
is not assessable. The extract reads :-— 

“Professional businesses are usually conducted on leased premises, 
and although no attempt has ever been made to tax the proceeds of sale 
of the goodwill of a professional business on that account, nevertheless 
taxpayers should, if possible, avoid any risk of assessment by refraining 
from transferring the lease of the premises when disposing of their 
professional business. It is rare that any difficulty is encountered, in 
these circumstances, in obtaining a fresh lease for the purchaser of the 
business. 

“In any event, liability is confined to such goodwill as is attached to or 
connected with the land, the subject of the lease. Generally, it would 
be possible to demonstrate that the goodwill of a professional business 
existed as something quite apart from the premises, and would be 
capable of transfer to other premises without any diminution in value.” 


Profit on Shares sold in England by Australian Trader 


Question 

A Melbourne share trader buys and sells shares on the London stock 
market through a general broker. He is not taxed in the United 
Kingdom. What is his liability to Federal income tax on such 
transactions ? 
Answer 

The assessable income of a resident of Australia shall include the 
gross income derived directly or indirectly from all sources, whether in 
or out of Australia, which i is not exempt income, S. 25 (1). 

Section 23 (q) exempts “income derived by a resident from sources 
out of Australia, where that income is not exempt from income tax in 
the country where it is derived . 
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Income from personal exertion includes “the proceeds of any business 
carried on by the taxpayer,” S. 6. 

The assessable income of a taxpayer shall include profit arising from 
the sale by the taxpayer of any property acquired by him for the 
purpose of profit-making by sale, S. 26 (a). 

If it be decided that the taxpayer is exercising a trade in the United 
Kingdom by buying and selling shares there, then he is “not exempt 
from” income tax in the United Kingdom in respect of that profit. If so, 
he is not subject to Commonwealth income tax on the profit because of 
the exemption provided by S. 23 (q). 

If the profit arose from isolated transactions not amounting to an 
adventure in the nature of a trade exercised in the United Kingdom, 
it would appear that the profit is not assessable to United Kingdom 
income tax. (Leeming v. Jones [1929-30], 15 Tax Cas. 333.) If so, 
the exemption contained in S. 23 (q) does not apply, and the taxpayer 
is subject to Commonwealth income tax under S. 26 (a), which is not 
restricted to isolated profits made in Australia. 


Military Subsistence 
Question 
Is a taxpayer who is compulsorily called up for military service 
taxable on the value of his subsistence? 


Answer 
No. See September, 1941, Journal, p. 406. 


Family Settlements 
Question 

What is the position regarding settlements on children under the 
Commonwealth and Victorian Income Tax Acts? 

Answer 

First of all, the settlement must be genuine. Where it is claimed that 
property, and the income therefrom, has been alienated by gift, the 
gift must not only be definite as to subject and object, but there must 
be words of present gift, and the transfer of the property must be as 
complete as the donor, in the circumstances, can make it. 

Further, under both the Commonwealth and Victorian Acts, the trust 
must not be a revocable one, otherwise the trustee (Commonwealth) or 
the settlor (Victoria) will be assessed for the additional tax the settlor 
would have been liable to pay if the property had not been transferred 
to the trustee (Commonwealth, S. 102; Victoria, S. 97). 

In addition, for purposes of Victorian income tax, where a person 
has created a trust of any income or income producing assets, and the 
trust income of the income year is payable to or accumulated for, or 
applicable for, the benefit of a child or children of the settlor, and the 
child or children is or are under 21 years and unmarried, the net income 
of the trust estate, or part thereof, as the case may be, shall, if the 
Commissioner so determines, be deemed to be income of the settlor, 
if living. The settlor is called upon to pay the tax so assessed, S. 97. 


Dependent Relative Allowance 
Question 
Is a taxpayer allowed a deduction for the maintenance of his 
mother-in-law ? 
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Answer 

Yes, but only to the following extent and in the following circum- 
stances : | 


Com., S. 79. An allowance of £50 is granted to a widower (and sie 
to a widow) in respect of a female relative having the care of any of his 
children who are under 16 if the relative is a resident of Australia and 
is wholly maintained by the widower. The relative is deemed to be 
wholly maintained by the widower if the separate net income derived 
from all sources by the female relative in the year of income does not 
exceed £50 and the widower contributes to the maintenance of the female 
relative. 

A relative is defined by S. 6 as meaning “a husband or wife or a 
relation by blood, marriage or adoption.” A mother-in-law is therefore 
a relative, as many a man has found to his joy, but does she continue 
to be so after the death of the wife? 


Pay-roll Tax Payable by Partnerships 
Question 
A and B are in partnership. They own a business which is carried 
on in three sections, each of which is registered—the three names being 
different. Is each section entitled to a deduction of £20 per week when 
calculating pay-roll tax, or are the partners entitled to only one £20 per 
week deduction ? 


Answer 

The following are the relevant provisions of the Pay-roll Tax 
Assessment Act :— 

Pay-roll tax shall be levied and paid on all wages paid or payable by 
any employer ..., S. 12. 

Section 3 provides the following definitions :— 

“Employer” means any person... . 

“Person” includes a company. 

“Company” includes partnerships. 

The answer, therefore, is: The partnership is entitled to only one 
deduction of £20 per week. 


Payments to Relatives 
Question 
A taxpayer has two brothers working for him on the basis of wages 
plus a share in the profits. Is the brothers’ share of the profits an 
allowable deduction from the taxpayer’s income? 


Answer 

Commonwealth Act, S. 65; Victorian Act, S. 60, provide that payments 
becoming due in the year of income by a taxpayer to a relative shall be 
allowable deductions only to the extent to which, in the opinion of the 
taxpayer, they are reasonable in amount and bona fide made in the 
production of assessable income. No distinction is made between 
rewards by way of wages or by way of a share of the profits. 


Winding Up of Private Companies 
Question 
Would you advise (from a Commonwealth taxation standpoint) the 
shareholders in a proprietary limited company to deregister the company 
and form a partnership? Do you think the saving in tax would justify 
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the expense of such a step and compensate for any disadvantages in a 
partnership as against a proprietary limited company? 
Answer 

No recommendation can be made without a close study of the facts 
in each particular case. The incidence of taxation under the Victorian 
Act must also be considered. The main disadvantage in retaining the 
company is the abolition of the dividend rebate for purposes of 
Commonwealth income tax. Against this, however, is the fact that in 
assessing the Commonwealth tax on the undistributed income of com- 
panies a deduction is allowed in calculating the distributable income of 
Commonwealth income taxes paid during the income year, including 
Commonwealth tax paid on undistributed income. The preservation 
of the companies ensures the continuance of several advantages. The 
chief of these is that shareholders are not exposed to the risk of personal 
liability as in the case of members of a partnership. 


Profit on Sale of Shares in Company 

Question 

A number of business men decide to form an advertising company— 
profits on its advertising contract and business transactions being 
distributed in the form of dividends. At a later date, another company 
enters into negotiations with the new company, and eventually buys it 
out at a substantial profit to the sellers. Must the profit on the sale 
of the shares in the company be included as income by the original 
shareholders ? 

The company was not formed with the object of making profits on 
sale of shares or other investments, and the shareholders did not 
acquire the shares for the purpose of resale at a profit. 


Answer 

In the circumstances stated above, the vendors are not assessable to 
either Commonwealth or Victorian income tax in respect of the profit 
on the sale of the shares. 

Commonwealth Act, S. 26 (a) ; Victorian Act, S. 17 (1) (c) provide 
that the assessable income of a taxpayer shall include the profit arising 
from the sale by the taxpayer of any property acquired by him for 
the purpose of profit-making by sale, or from the carrying on or 
carrying out of any profit-making undertaking or scheme. In the 
present case it is stated that the shares were not acquired by the original 
shareholders for the purpose of profit-making by sale. 


Transfer of Picture-show Business 

Question 

A company carrying on the business of film exhibitor wishes to 
transfer its business to its two sole shareholders who hold the lease of 
the property. The company desires to lease its plant and furniture to 
the shareholders at a rent less than its economic rent. Could the 
transaction be successfully attacked under S. 260 of the Commonwealth 
Act? 


Answer 

I am of opinion that a genuine lease of plant, etc., to the proposed 
partnership at a rental less than the economic rent cannot be successfully 
assailed under S. 260. It is, of course, essential that the proposed new 
partnership should carry on the business in its own name and for its 
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own benefit, with all the liabilities of a partnership, and that this should 
be evidenced by the making of all contracts for the hire of films, labour, 
etc., by the firm; the carrying on of the business in the firm name; 
the making of a partnership agreement; the keeping of partnership 
books, banking account, and by all the other paraphernalia of a 
partnership. 

It should be observed that whilst S. 260 may annihilate a contract, 
it cannot rectify a contract, i.e., in the present case the rent, for income 
tax purposes, cannot be increased under S. 260 to its economic value. 





TAXATION Boarp oF REVIEW 
Recent Decisions 


Legal Expenses.—Correction: On p. 406 of the September, 1941, 
issue of the Journal, it was stated that the Commonwealth Taxation 
Board of Review had disallowed the following items of legal expenses ; 
“(3) Costs in connection with the preparation of a continuous power 
of attorney to the taxpayer’s secretary in lieu of a power which 
operated only in the taxpayer’s absences. 

“(4) Cost of advice concerning claim of dismissed employee for wages 
which he alleged to be due.” 

Advices have now been received from the Chairman of the Board 
of Review that this is incorrect, and that the two items were, in fact, 
allowed by the Board as deductions. 

The items should therefore be read as items (5) and (6) under the 
sub-heading “Allowable as Deductions.” 


Summaries of the following further recent decisions of the Board 
of Review have been received :— 

Land Tax, Deductions for—Where land reverts to the vendor under 
an agreement with the purchasers requiring him to meet all outstanding 
liabilities for land tax assessed against the purchasers, he is not 
“personally liable” for such outstanding taxes, and is not entitled to 
deductions for any sums paid in respect thereof.—Section 72 (1). 

Mining Operations ——A company which was formed in 1934 to take 
over a closed-down mine, and which has not since attempted to extract 
ore because of low prices for base metals, was held to be “carrying on 

nining operations” by reason of the continuous carrying on of operations 
of maintenance by way of pumping water from the mine and otherwise 
safeguarding the property. Calls paid to the company were accordingly 
held to be deductible under S. 78 (1) (d). The Commissioner has 
appealed to the High Court against this decision. 

Salary, Deductions of —Where the salary of the Australian repre- 
sentative of a parent company, which was the agent of a subsidiary 
company, was paid to him for managing the business affairs of both 
companies in Australia, it was held that the proportionate part of the 
salary charged by the parent to the subsidiary company was an allowable 
deduction in the assessment of the subsidiary company. 

Trust Estate—(1)A beneficiary, entitled to what was described by 
will as the “net income” of a deceased person’s residuary estate, is not 
presently entitled to, and assessable in respect cf, so much of the 
estate “net income” (for the purposes of S. 95) as is represented by 
trust expenses (a) chargeable under the will against the estate income, 
and (b) not allowable as deductions in the calculation of that income; 
Macfarlane v. Commissioners of Inland Revenue (14 Tax Cas. 532) 
followed and Archer-Shee v. Baker (11 Tax Cas. 749) distinguished. 























1941 THE AUSTRALIAN ACCOUNTANT 491 


(2) The income of a testate estate prior to the ascertainment of the 
residue is income of the executors and assessable as such, and is 
accordingly not income to which a residuary life tenant and another 
person entitled to a share in the income of the residuary estate are 
presently entitled, notwithstanding that when the residue is ascertained 
they are entitled to receive amounts equal to that income, and that those 
amounts were wholly or partly advanced to them during the period of 
administration. 





Application of Mechanical Equipment to the Cost 
Office 
_ By J. H. Watson 


(A lecturette to the N.S.W. Division of the Australasian Institute of 
Cost Accountants) 


Figure work is divided into three headings, viz.— 
Adding 
Calculating 
Bookkeeping. 

It is intended to deal only with the first two of these items in this 
lecture. The final item of bookkeeping will not be covered in this short 
address other than to say that this can be divided mainly into addition 
and subtraction. On account of this, mechanical equipment reduces the 
human operation to about 80%, because once the posting is made on a 
machine, the required result is obtained entirely automatically for each 
of the items of arithmetic mentioned. 

This talk would not be complete without mentioning the advantages 
of our system of currency, which is termed the duo-decimal, as against 
the decimal system. Almost everyone says, ““What a pity we do not use 
the same system as the Americans.” Against this statement, let me quote 
a great American authority, Florian Cajori, Ph.D., Professor of Physics 
in Colorado College. He commented in his work, History of Elementary 
Mathematics, as follows :— 

“Had the number of fingers and toes been different in man, then 
the prevaient number systems of the world would have been 
different also. We are safe in saying that had one more finger 
sprouted from each human hand, making twelve fingers in all, then 
the numerical scale adopted by civilised nations would not be the 
decimal, but the duo-decimal. Two more symbols would be neces- 
sary to represent ten and eleven respectively. As far as arithmetic 
is concerned, it is certainly. to be regretted that a sixth finger did 
not appear. Except for the necessity of using two more signs or 
numerals and of being obliged to learn the multiplication tables as 
far as 12 x 12, the duo-decimal system is decidedly superior to the 
decimal.” 

Also, an Englishman named Howard published a book about 1880, 
before the days of calculating machines. In it he wrote :— 

“Decimal Notation is an excellent contrivance for adding, sub- 
tracting, multiplying and dividing abstract numbers; within that 
province the number TEN is supreme, but when we come to deal 
numerically with concrete quantities, with real things, then we 
require systems of Notation based on numbers that may be easily 
and exactly measured by as many of such other numbers as are 





























: 9 hes 
me eee 


es 


aoaeant 





we ee ee seiowrives 
“ baw I ag Mg oe de . 
































THE AUSTRALIAN ACCOUNTANT OCT. 


likely to be used in the multiplication and divisions of the various 
quantities required to be weighed, measured or computed. The 
number ten (10) is measured by 2 and 5 only. When complete, 
the English system provided easy and even divisions of the standard 
units by all digits, and also by many of their multiples; it also 
provided for the instantaneous expression of these divisions in 
Decimals. The smallest standard weight of 320 grains was divisible 
by 2, 4, 8, 16 and 32, also by 5, 10, and 20; the Troy ounce of 480 
was divisible by the same numbers, and also by 3 and multiples of 3.” 

How often does a clerk making extensions say, “I only wish we had 
the decimal system of currency—all would then be easy.” 

The fact is that the English system of currency lends itself to far more 
rapid and short-cut methods than does the decimal system. This is not 
generally realised. The duo-decimal system, upon which the English 
currency is based, enables figuring work to be performed very quickly 
if a little ingenuity and originality be introduced instead of following 
ordinary rule of thumb methods. 

To obtain answers to problems by mechanical aid, the machine has 
to be operated by the human being, and to obtain the best results 
efficient methods of figuring have to be used in conjunction with machine 
operation. 

The solution to our figuring problem is not the decimal system of 
currency, but the application of decimals to our system of currency, an 
entirely different matter. 

Let us now take the heading Addition. In most offices the proportion 
of adding work and calculating work is about 60% and 40% respec- 
tively. In some cases this naturally varies, but it is quite the exception 
to find more calculating than adding. Mechanical equipment for adding 
work is catered for by two types of machines :— 

The listing and adding machine; 
The non-listing adding machine. 

The adding machine with the tally roll prints the amount as well as 
adds and can be used by everyone in an office and is essential where a 
record of figures has to be kept. 

The non-listing or key-driven machine is far superior for rapid 
addition, but requires skill and considerable practice before efficient 
results can be obtained. 

The reason for the increased output on this type of machine is that 
it is operated entirely by the sense of touch. Each odd numbered key- 
top is concave and each even numbered key-top is flat. 

An operator never goes beyond the figure 5 when adding, all figures 
over this amount being split into two key depressions, e.g., 9 is obtained 
by adding 5 and 4, 8 is obtained by adding 4 and 4, and so on. This 
means that when sterling is being added and amounts do not go beyond 
the tens column of pounds the number of keys is limited to 21. 

From this it will be seen what rapidity can be obtained by an operator 
who obtains efficiency in this type of adding. 

A record of a test made some time ago under normal office conditions 
may be interesting :— 

“Forty-four lines of addition totalling £1,201/16/- involved 237 

key taps. This was carried out in 33 seconds or a fraction over 7 

key taps per second. This means almost 26,000 key taps per hour.” 
This will give some idea of how adding work can be handled by efficient 
operators and the volume that can be completed by the aid of mechanical 
equipment. 
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Before proceeding, I would like to enlarge somewhat on the fact 
that although machines are used in many offices, the officer in charge may 
not have had considerable machine experience, but may think he is fully 
equipped because he has an adding machine to do his adding and a 
calculator to do his calculation work. 

I would like to draw your attention to the fact that calculators may 
be designed differently to do different types of work. When asked on 
one occasion which was the better of two makes of calculator I felt 
like answering with another question—“Which is the better: a 
calculator or a typewriter?” For instance, one calculator is a rotary 
type and another a key-driven type. The former, I venture to say, 
because of its design, is much faster on such calculations where a 
denominator remains constant for a number of calculations, but a 
machine used for this particular type of work may or may not have 
certain detrimental features—for instance, it may be a slow adder. 

Many adding machines are also fitted not only with the usual adding 
facilities and paper records, but they also have a duplex feature which 
will hold certain results to which later can be added the progressive 
adds. 

Another feature incorporated in certain machines provides facilities in 
the paper mechanism to do three, four or more adds more or less 
simultaneously ; in other words, this type of equipment can be used very 
effectively where dissections under various headings have to be per- 
formed. 

We now come to the last but most important phase of figuring work, 
and that is calculating. 

No item can be posted in a ledger or no adding work can be done before 
someone, somewhere, has carried out a calculation to enable either of 
these to be done. This phase of figuring work is, as a general rule, 
looked on as a necessary evil in office routine and something to be 
avoided if at all possible. 

As costing men, you will realise it is impossible for you to obtain the 
result of your costing systems until your methods have been reduced 
to actual figuring results. Let us take a simple example of a manufac- 
turing organisation. A man desires to buy a pair of shoes and is shown 
a pair that sells at, say, 37/6. Have you given any consideration not 
to how the amount of 37/6 is arrived at so that a certain profit can be 
made, but at the volume of calculating work that was necessary before 
this amount was obtained? 

In the first place, wages of the employee had to be calculated ; he may 

have worked a broken week, also overtime payments may have been 
involved. Then the material used had to be extended. An invoice had 
to be checked when the goods arrived; these goods were probably 
placed in a bulk store. The quantity as purchased may have been in 
tons or hundredweights, gallons, reams, gross, dozens, etc., but they 
were issued out in pounds, pints, sheets, or units to the employee in the 
factory. After this information has all been extended, it is necessary 
to put on a percentage for profit, and so on, before the final selling 
price is obtained. This phase of costing is frequently overlooked. 
_ The general rule for executives is just to say we want figures, but 
just what physical effort is required to obtain these figures is not given 
very much consideration. I think I am safe in saying that not one office 
in Australia keeps a record of office costs. 

No end of forms are printed and schemes devised to obtain factory 
production costs, but the office is considered just a necessary evil and, 
when mechanical equipment is sought, directors make it as hard as 
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possible for their executives. They do not hesitate to ask for figuring 
results, but are not so prepared to provide the necessary equipment 
to obtain these results. 

How many present could give an approximate cost of a certain set 
of figuring work? e.g., if a set of stock sheets had to be compiled, could 
you say what it should approximately cost to compile them? or, if a set 
of overseas invoices had to be calculated to arrive at unit values of 
the goods, could you give any idea of what this work should entail in 
salary costs? 

My experience is that office costs are out of all proportion to the 
results obtained, and that is why directors frown on office overhead costs. 
They are quite entitled to do so, as these costs in Australia to-day are 
out of all reason to what they should be. If proper equipment, together 
with efficiently-trained operators, were working, office costs would be 
reduced to an absolute minimum. 

The use of mechanical equipment would not result in unemployment, 
because essential figuring details of rupning a business would be 
obtained which are neglected to-day, simply because of the costs involved. 

Let us take, as one example, the compilation of a wages pay-roll. The 
general rule is to use prepared tables. This is certainly a fast method 
of arriving at extensions, inasmuch as tables show the actual amount 
without mental effort, but to prepare a table that would show every 
amount met with, in time worked, would require a sheet of paper as big 
as the wall of a room. The solution of a pay-roll compilation is the use 
of a machine, in conjunction with proper methods of machine appli- 
cation. After the wages rate involved has been placed in the machine, 
the extension of the time worked can be calculated irrespective of 
how complicated such time may be. 

Another suggestion which may be made, particularly in a costing 
office, is that the general principle of the division in regard to wages or 
materials be pre-arranged in the best interests of the particular industry. 
Frequently, the normal week of 44 hours is worked on five days of the 
week. This means, then, that each day is comprised of eight hours 
and 48 minutes, or 8:8 hours. Costs of jobs under this basis could be 
considered on a six minutes’ basis as a portion of an hour. You will 
readily appreciate that any multiples of this would be tenths to 
represent an hour. 

There are many other similar short-cut and labour-saving methods 
which would no doubt be readily obtained by those with experience 
over a number of years connected with the larger manufacturing 
houses. 

Another reason for excessive office expenditure is that the wrong types 
of machines are being used to extend figuring work. In my experience, 
I have found in many offices where machines are installed apparently to 
fulfil their obligations, that sufficient organisation is not made for them 
to be used to their best advantage. As an illustration of this, you 
may find a machine which costs anything up to £150 or more being 
idle due to the operator doing certain manual work in addition to machine 
work. Organisation would permit of the manual work being done 
by one employee, or set of employees, whilst the operator could do 
machine work only, and thus employ the machine to its utmost. 

It is extraordinary how little Australians know about calculating 
machines. At least 95% of them do not know that it is possible to 
obtain answers in multiplication and division by the aid of mechanical 
equipment. 

When they see a modern machine in operation they stand amazed, and 
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when shown actual problems that can be extended on a machine, they 
just give one look of pity at the demonstrator and hope that in time 
sanity will return to him. ; 

This lack of knowledge is the cause of excessive overhead, because 
operators are not given the right type of work to perform. By this it 
is meant that adding work can be just as efficiently handled by juniors 
as by seniors, but it is rare to see this method followed. 

Let us quote figures again:—A senior girl is paid £3/10/- per week 
and a junior 25/-. This means that the time a senior is employed 
adding costs 280% more than it should do. By using the proper type of 
equipment, output can be increased on certain classes of work by at 
least 100%. 

Again, where no equipment is used at all and the work is carried out 
by manual effort, an average operator will do the equivalent of three 
clerks. If each clerk is paid £5 per week, this means the cost is £15 
per week against £3/10/-, plus say 10/- machine costs, or a total of £4, 
which is 375% more than it ought to cost. 

Is it any wonder then that directors frown on the bugbear “Office 
Overhead Costs.” They are certainly too high, but the fault lies with 
the office executives (secretaries and accountants) through their own 
ignorance of what could be done and what is actually done. 





Overhead 


TIME AND LaBouR VALUE FACTORS 
By Harotp B. WILLIAMSON, A.I.C.A. 


When costing first became generally recognised as a medium for the 
ascertainment and disposal of. indirect expense, and as a necessity 
indispensable to profitable production, the most universally recognised 
method of allocating overhead was as a percentage of direct labour 
value. 

This particular method found its origin in the fact that man, the 
labourer, was considered the basic factor in relation to output; his was 
the controlling hand that must guide all production through its various 
phases to completion; therefore, what more logical basis for expense 
disposal ? 

With costing in its infancy, and not the highly applied and developed 
science which it since has become, such a line of reasoning can be 
understood and condoned, but from the modern and scientific point of 
view it should be deprecated as unstable and antiquated. 

L. P. Alford disposes of it as “most practical where there is con- 
siderable uniformity of processes and labour costs.” 

In other words, its application would give scientifically accurate 
results only if direct labour, overhead and production quantity could 
be estimated, and similar types of product were manufactured, otherwise 
the fundamental principle that “On cost is more truly allocable to time 
than to value” holds. 

Indirect charges are all accumulated over a given period, Time. 

Time is the factor that has been responsible for them, and it is made 
up of production hours, therefore man or machine hours is the only 
basis for allocation. 

Where there is more than one type of production, and machines of 
varying expense are utilised, some on one product, some on another, 
the expense incidental to those machines should be charged against the 
items produced. 
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The direct labour method, however, makes man of primary, the 
machine of secondary, importance, whereas the reverse should be the 
case. 

It makes the cost of that man’s labour the only direct charge against 
the product, skilled or unskilled labour, thus, to a certain extent, 
displacing the expense attached to the running of expensive and 
inexpensive machines. 

The correct direct charge against the job, however, is the worker 
plus the machine and its running costs, although naturally this latter 
charge is not included in prime cost. 

Those costs are directly incurred in completing a particular batch of 
goods, or passing particular items through a certain process, and are 
capable of ascertainment and allocation to the machine or group of 
machines. 

The labour attached to the running of the machine could be correctly 
termed chargeable expenses, supplementary to the machine itself, but 
no more necessary than are dies, jigs, essential repairs, depreciation 
charges, and all other expenses incidental to its utility and upkeep. 

Man becomes of primary import only where operations are performed 
by hand labour, and always in such instances overhead should be 
distributed upon a man hour basis. 

It is, therefore, obvious that the importance of direct labour value 
has been overstressed; simplicity is the foundation upon which this 
dubiously secure structure of importance has been erected; simplicity 
and the reasoning that there can be very little wrong with a system 
which is capable of securing profitable production. 

What do production figures usually show, however? 

They reveal that profits are not calculated on cost to manufacture, 
but from the probability that, upon present marketing quotations, a 
greater net profit can be obtained from one line than from another, 
resulting in an even net profit return over production as a whole. 

This does not disclose the real cost to produce, which should be the 
primary object. 

It does not prove that the expensive machine, just installed, has 
assisted in any way toward the economic efficiency of the factory; 
figures are not available for work done on that machine. 

Perhaps there has been a falling off in profits since its installation. 
Who can say whether it is that anticipated profit on that unit has not 
been realised, or that the falling off has been due to other causes. 

The discarding of such a system must automatically tend towards 
better production figures, as the trend would be then towards 
specialisation, all unprofitable enterprise being capable of discovery and 
elimination. 
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